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EXECUTIVE SUMMARY 

0 ■ 

This project sttJdied increased benefit early retirement programs 
and mid-career change programs in academic institutions/ business, * 
industry and government- The intent of the search^qr, and analysis of, 
such programs was twofold. First, it aimed to"^assemHle information useful 
to colleges and universities seeking short-run solutions to staffing 
problems emanating from the slowing of institutional grbwth — solutions which 
would facilitate either the hiring of young academics, the reallocation of 
positions among disciplines, or the reduction of expenditures. Second, it 
aimed to assemble information useful to individual academics ^o might 
contemplate accepting an early retirement or career change .option. 

This study focused ,on programs within institutions (or firms or 
government) which were specifically designed to increase the levels of 
early retirement or mid-career change. In the case of early retirement 
programs, these included programs designed to provide special incentives ^ 
for early retirement, such as increased early retirement benefits. 
Similarly, the study focused on institution-based prog^-ams for encouraging 
or facilitating mid-career change, rather than studying individuals who had 
changed careers without the. aid or encouragement of their employers. 

Early retiremctnt was defined as leaving a position before the 
mandatory retirement age with some guarantee of a retirement income, either 
from the institution or from a retirement plan. The retirement benefit may 
be paid either before or after reaching the mandatory retiremant age. 
Early retirement usually takes place no earlier than age 55 and sometimes as 
late as age 6*9. (if retirement is mandatory at age 70),. Early retirement 
may or may not involve a move to another job, Mid-pareer change always 
implies a major shift in responsibilities or pqsitionTVeven when it does 
not involve a change in employers. In other words, moving from one 
university to another would not be considered mid-career change if one's 
responsibilities and position were no different; however, moving from one 
department to another within a university might be considered mid-career 
change* In this study wa ^ere concerned with career changes after age 40, 



11 



Selecting case institutions for this study proved to be somewhat 
difficult. We had great difficulty locating an^ mid-career change programs 
for faculty or fo:: persons ip the business world with similar, educational 
attainments and .responsibilities. We also had .problems locating successful 
early retirement' programs. Not all firms and institutions that report 
incentive early retirement options have actually trade use of them. Moreover, 
some firms that have used the options have limit^ed them to a particular 
class of employee which is not comparable to professors and researchers.- 

Administrators oi increased benefits early retirement schemes in 
the following universities were interviewed for this study: fthe University 
of Calif o^ia; Colgate University; Indiana University; the Massachusetts 
Institute of Technology; the University of Pittsburgh; and Stanford 
University. We also interviewed program administrators in the following 
firms: A.E* Stanley Manufacturing; American Cyanamid; Bank of America; 
Campbell Soup; Caterpillar; Celanese Corporation; Consolidated Edison; 
Crocker National Bank; du Pont; Eastman Kodak; Exxon; General Foods; 
Honeywell; Intematipnal Business Machines; lU International Management 
Corporation; International Nickel; J.C. Penney; Metropolitan Life; !tonsanto; 
PPG Industries; Quaker Oats; Security Pacific Nationgil Bank; Standard^Oil^ 
Indiana; and Westinghouse. Information about the increased benefits early 
retirement options of 14 other firms was obtained from data collected by 
other ^researchers . 

For information on mid-career change programs, we contacted 
reprei^entatives of all the firms lisced above, plus United Airlines, 
American Airlines^, RCA, Uoyds B.?nk (Los Angeles), and Boeing Aircraft. In 
addition, an overview of training efforts in business and industry was 
supplied by a representative of the American Society for Training and 
Development. Informatioi. was also supplied by the administrators of two 
fellowship programs: the Economic Policy Fellowships of the Brookings 
Institution and the Congressional Science and Engineering Fellowships of 
the American Association for the Advancement of Science. Finally, interviews 
were conducted with representatives of two university systems engaged in 
programs to retrain faculty for work in new academic fields: the State 
University System of Florida and the Pennsylvania State Colleges system. 
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^ Information on mid-career change and early retireraer^t in the 

military and Civil Service was obtained through a search of the literature 

as well as conversations with representatives of the Depart^ient of Defense, 

the Retirtsd Offficers Associatioh, ^and the House and Senate Armed Services 

I 

Committees • 

Forty-two special incentive, early retirees from three universities 
were interviewed for this study. ' In addition, we have interview daca 
collected by one of the principal investigators during an earlier study 
(Patton, 1977). In total, we have interview 'data on S2 academic early 
retirees from four institutions- Most of the private firms refused to grant 
us access to their .esurly retirees. As a result, we have interviewee! the 
early retirees of only two firms, including a total of 18 respondents ♦ With 
respect to nid-career change programs, we interviewed seVerai persons who 
had participated in the faculty retraining programs in the Florida and 
Pennsylvania state syst:eras. 

Principal Findings ^ 

Early retirement 

. ''I. The belief that there is a large bulge in the age distribution 
of Americaxi academics in the 50-j,60 age range, and that this is an opoortionity 
for extensive early r-.cirement, was^not supported by examination of national 
data and selected institutional data. Faculty age tends toward a normal 
•distribution, with greater concentrations at the younger ages. Although 
specific institutions and specific disciplines may have different age 
distributions, and therefore be exceptions, early retirement is not a way 
to create sizeable quantitative changes in the number of Available faculty 
positions. 

2. AJ. though early retirement is unlikely to effect quantitative 
changes of great magnitude in the availability of academic positions, it 
can have significant qualitative impact in selected institutions and 
departments, by permitting a 'small number of significant new appointments, 
by facilitating the departure of a few individuals who desire to leave, and 
by creating a climate in which career options are broadened. 

iV 



3. Academic institutions have relatively little experience with 
incentive (increased b^snefit) early re tiremep.t programs. A number of 
institutions which' have formal programs have actually retired only a few 
individuals under those prograios. 

4. An incentive early retirement program will have different 
consequences for different institutions, depending upon their salary scales, 
the age 'distribution of their faculty', the accumulated years of service 
credit of the faculty, the amount of funds accmulated in pension accounts 
and other fac?;ors. ^ 

5. . Interviews with incentive early retirees from four universities 
and twd corporations revealed that half of these ''early** retirees had 
retired at age 65 or older. - Most of the early retirees had retired an 
average of 4-5 years before the mandatory retirement age- 

6. Long-range planning for early ^retirement is rar^. Fifty- 
eight percent of those interviewed had begxin chinking seriously about «arly 

'retirement only* within four years of actually^retiring. 

?• The principal reasons given for choosing early 'retirement 
wer^, in order of frequency: financial feasibility (61%), a desire to 
pursue other interests (49%)p, and loss of interest in or fatigue from 
work (43%). 

8. AiDong those interviewed, 'the availability of the special 
incentive to retire was most often mentioned by, the youngest retirees (ages 
55-59) , which was also the group most likely to mention dissatisfaction with 
their work or organization as a reason for leaving, 

.'B. Ninety-nine percent of those interviewed expressed satisfaction 
with the decision to retire oarly. The extent of their enthusiastic comments 
leatis one to infer that this is not merely a rationalization. 

10. Most of those interviewed felt they were . financially well-off. 
Eignty-four percent claimed to have experienced no change in their standard 
of living after retirement. 



I'T^We found no academic retraining programs aimed at preparing 

\ . 

nrofessors for rfon-academic employment. \ 

" " • \ 

2. A number of academic -institutions^ have initiated programs of 
retraining for tenured facx:aty, with the inter. t 6f moving them out of a low- 
demand spe<?ialty into a high-demand specialty witiiin the same institution 
or system of institutions. These programs, in prinbiple, laallocate 
existing resources in a more efficient m£Lnner/ though they do not necessarily 
, open new positions for young academics. The following points emerged from 
our study of these programs* 

a. In-" all cases studied/ the principal institutional 
expense was the retrainee's salary/ stnd this w?>s financed by 
retraining the retraines on his or her regular budget line. Thus, 
the cost was born principally by the home department > school/ or 
institution of the' retrainee. In a few instances ah allocation 
of additional funds was made toward a portion of the cost of a 
replacement faculty membe#. , 

b. In all cases studied the retrainee received 
reimbursemeAt ^for the major costs of undertaking the ^^aining ' 
program/ such as tuition and tees, and moving expanses. 

c. Problems attendant upon moving an .individual from 
one specialty to another were' related to the "academic distance" 
moved. Movement to another specialization within the same ^ 
discipline or professional field was relatively easy, while 
movements which involved a change of department or school 

I 

encountered more resistance. Such moves also gave rise to issues 
of status aind seniority. 

d. Faculty members who were retrained were virtually ^ 
unanimous in their approval of such programs/ in spite of 
significant hardships which many of them endured in the process. 

* 3. A significant number of academics who take part in internship 
and fellowship programs which involve a period of work in a r.on-academic 
setting choose to remain i^the hcst organization or in a related non-academ 



s/ttting- This includes tenured faculty. Thrugh c^eer change is hot the 
* principal intent of "such internship and fellowship programs, they neverthe- 
less perform this function. ^ ^ ' * . 

4» We found no business suid industry programs of career retraining* 
for *high-level technical or managerial personnel— persons who could be 
considered comparable to, faculty members in academia. Existing retraining 
programs are for lower skill, levels. ^ , 

Conclusions 

^ * * 

By carefully "setting benefit levels, by clearly stating the terms 
of an e^^rly retirement provision, and by approaching the appropriate potential 
retirees*/ an institution may find advantages to carrying outran increased 
benefits early retirement plan. While this scheme alone will not dr^maticarlly 
change the nature and compofiition of the -institution's facility or save the 

* institution a great deal of money, it probably would permit a few "important 
replacements. For a modest expense, a few poor performers could be 
encouraged to leave, which would permit the hiring 'of'^ new faculty members ' 
during times when*\he staff otherwise would not increase. Furthermore, 

^ increased benefit early retirement could make it possible for some 

individuals who want to retire,^early to obtain the financial means to do 
so. In summdry, sav^ing money" should not be the primary reason for adopting 
an early retirement scheme. Rather, if an. institution wants to make a few 
qualitative adjustments, early retirement can help. 

Mid-career change is anpther story. Institutional programs for 
faculty retraining ar^ a recent development, and it: is yet unclear what 
their effects might be. Again, it may be that programs to encourage mid- 
career change would be useful in making a few importiant^adjustments but would 
not induce -iiny dramatic changes in the faculty t * > 

We recommend that each institution considering an induced early 
retirement or raid-career change option examine iJts current faculty age 
composition by field, its tenure-granting rates, its outmidration rates, 
etc., and .use these findings to calculate t^e impact of various mid-career 
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change and early retirement options. An institution may find that its 
\ staffing problems will be" ameliorated by the natural aging of the faculw 
during the next five to ten years, or it may find chat one of the options 
would indeed be useful and worth its cost! 
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1. INTRODUCTION 
The Rationale £or Career Options 



The rationale for encouraging alternative career options for 

faculty stems from widespread budgetary stringencies and the so-called 

"steady, state." condition under which the number of students and faculty 

members at an institution will remain relatively constant through at least 

the nexTz decade.^ During the steady' sta'ice, expansion of one program 

typically .takes place only if another program contracts . Despite all 

''It. . . 

stringenpies, enrollment shifts leave some areas of instruction witn too 

many faculty members and others with too few, a situation which demands 

greater flexibility in staffing. In a university with a large percentage 

of tenured faculty, experiencing slov/ or no growth and few retirements, it 

2 

is difficult feo respond to these changing demands. 

To these problems- add the consideration that some faculty members 
(perhaps a very small- percentage) may become less productive and less^ 
interested in teaching as- they advance in age; that some excellent faculty 
metPbers may want to undertake different activities before they retire ; and 
that in some fields the opportunity for an academic career is all but closed 
to recent graduates. It then becomes clear 'why some universities are exam- 
ining plans to encourag§ early retirement or mid-career change. When 
faculties are not expanding, it is difficult to hire young professors-the 
very people upon whom a university depends to a substantial degree for new 
ideas and departmental rejuvenation, Furrher, the steady state and Low 
•cumover rate may make it difficult for a university to increase the number 
of women and minority faculty members at a rate it considers desirable. 

Our purpose is not to review the current state of academia and the 
implications of the steady state. Others have examined that in detail. 
Suffice it to say thit American higher education is now faced with a decline 
in college enrollments^ and other problems that suggest the need for fewer 
new faculty members duri.ng the next decade at least. ^ Although new students 
might be recruited,"^ an increase in the demand for .new college professors 
. is not e.^ected. Some institutions are now having a difficult time attracting 
enough clients to keep their current faculty body supplisd with students. 
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Some of the less prestigious campuses of the large universities and some 
of the less selective small colleges, may be especially hard pressed to 
attract student's during the next decade. 

^ ' The manpower problem in higher education is compounded at many 

institutions by the relatively young age of the professorial force, persons 
who were hired en masse during the education boom of the 1950s and 1960s. 
Many of these persons, hired in their late twenties 'and early thirties, are 
a decade or two, or even more, away from retirement. Nonetheless, they may 
be in fields that are no longer in demand. ~ The work histories of sane of 
the "current faculty members exacerbate the problem. While most faculty 
meml,ers were hired for a variety of purposes -teaching, research, student 
advising, administration—some of them performed perhaps only one task until 
recent retrenchments caused them to shoulder other responsibilities. A few 
of them are unequipped to perform these new duties. For example, as 
institutions have sought to attract new clienteles, some faculty members 
have been required to teach non-traditional students In off-campus programs 
and at inconvenient times. These new tasks have not been seen as desirable 
by all who have been asked to do them. While we may fesl that faculty 
members should assume these new responsibilities, the fact is that some of 
them would rather not.^^ The nature of academia has changed, and these 
persons «e not prepared to cope. Early retirement or mid-career change 
might be an answer to part of their dilemma. 

Still another small group of faculty members includes persons who 
have run out of functions to perform. Although early in their careers they 
may have been able to teach, research, administer, advise students, and 
serve on committees, they now may be able to handle none of '-hese roles. 
The steady state has affected administrative positions as well, so these 
persons cannot be "kicked upstairs." Again, early retirement or mid-career 
cheuige might be an alternative. 

There appear, then, to be a cluster of problems to which increased 
early retirement and mid-career change might be a solution. Increases in 
early retirement and mid-career change might be used to respond to changes 
in enrollinent, changes in knowledge, numerical redundancy (too many faculty 
members performing the same task) and low turnover. 
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Just as early retirement and mid-career change cannot be viewed 
<.s a way to solve all of the above problems, they should not be viewed as 
the only way to solve anv of th'^se problems . 

Some persons argue that if tenure were abolished, it would not be 
necessar-/ to increase the levels of early retirement and mid-career change. 
Removing tenure, they claim, would permit institutions to rid themselves 
of unproductive faculty members and respond to changing demand. Others 
argue that making tenure more difficult to obtain would increase turnover 
and, by reducing the number of persons with permanent claims to positions, 
would give institutions greater flexibility in responding to changing 
'demands. Although both of these arguments should be, and are being, 
investigated furt.her, changes in tenure rules would have an effect: only in 
the long run. In fact, these changes would have little iapact upon opening 
-faculty ranks to new employees .^^ ^^eir main short-run impact would be to 
increase, the" level of conflict among young faculty members fo2 the few slots 
now available. Increased turnover of faculty positions would thus take 
place only at the junior ranks. Although, the long-run effect of eliminating 
tenure (since we assume there would be some type^of actual or implied 
grandfather clause to protect c^Lrrent tenured employees) might be desir- 
able,^'^ admirastrators who want to open mote faculty slots in the near-term 
must look for a different policy. 

Most universities have early r«^tirement provisions as part of 
their regular retirement plans. Persons who have reached a minimum age, 
■ and who have contributed to the retirement system for a minimum number of 
years, may begin tp draw an annuity, but less then they would draw if they 
waited to retire until the mandatory retirement age. For a variety of 
reasons (basically financial) to be explored later, few pe-scns retire more 
than a "couple of years early under this option. Thus institutions have 
considered increased benefit or incentive early retirement schemes. Under 
these arrangements, persons who elect to retire' early are provided increased 
annuities, in seme cases annuities that are as large as those that would be 
received at the mandatory retirement age. This financial i^entive is 
intended to encourage more persons to retire early and in turn to release 
more faculty positions sooner than e:q:ected t.hrough regular early retirement 
options . 
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As yeb, few institution^ have implemented programs to encourage 
or facilitate mid-career change eimong their faculty • Two' types of related, 
programs are discussed* in Chapter 4. The first; type is in^iernship and 
fellowship programs which sometimes lead to mid.-career change, though this 
is not their objective. The second type is programs that retrain faculty 
for other disciplines or specialties- Because there has Been so little 
experience with mid-caireer change program^ in academia. or even in indi.stry,^ 
SQOSt of this report, including the rest of this chapter, is devoted to 
early retirement alternatives* • ' ( 

The Many Purposes of Early I^s^.irement 

Faculty retirement is only one of many remedies one can prescribe 
for the steady state university. It should also be clear that ea;:ly retire- 
ment is basically a short-term solution, and one that would have ^ojie 
applied iij combination with other policies- Realistically, early retirement 
cannot solve all of academia's problems, but it may be able to assist. As * 
later chapters reveal, the major benefit of early retirement may .not be 
financial savings, but rather the release of "indentured labor." It can be 
used to free disaffected faculty members, persons who would be happier 
outside of the university but who remair. because of financial need. 

Early retiffement, then, must be examined from several r?cir?pectives 
since it might be used to address several academic problems. It can be 
viewed as an academic policy, a move intended to free up the faculty ranks 
so that persons with needed skills can be recruited. In this vein it could 
be used by a chancellor, dean, or other administrator to shift resources to 
needed areas, to new. or expanding fields, or to programs that need rebuilding, 
By encouraging the early retirement of ^academics in crowded or out-of-demand 
fields, an administrator can gain a few faculty positions to reallocate 
elsewhere. However, the ability to shift these resources to new areas is 
not always at hand. 

Early retirement might also be seen as a fiscal policy. When 
viewed as an academic policy, early retirement is used to move existing 
resources to a new area, but the level of resources (faculty slots) is 
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maintained. In c cas'e where an institution is faced with a budgetary 
shortage, early retirement might be looked u=on as a way to reduce payroll 
'costs, assuming the? institution can continue to function with a reduced 
staff. Obviously this oolicy cannot be used extensively, as a staff can 
be reduced in size only so much. 

Early retirement might also be seen as .oart of an employee benefit 
package. .- Since most inscitu^ ions have early retirement schemes that permit 
persons who retire before the mandatory retirement age to draw a retirement 
annuity (one less, of course, than would be received at the mandatory 
.''retirement age), an increased-benefits early retirement plan might ^bo^^^- 
*seen as another type' of employee benefit. 

Offering an increased-benefits retirement plan to all employees, 
if most were to accept the offer, would be an expensive endeavor. ' An 
institutxon might conceivably package an increased-benefits early retire-T^ent 
scheme as a benefits program while using it as a management tool. It is, 
however, a poor candidate as a benefits package, because retirement is not 
a. .salient issue to most individuals. It would have to be heavily, promoted 
to be effective. - - ' ^ 

The oolicy objectives of these types of early retirerr.ent schemes 
were not clear when thev.were first considered by colleges and universities, 
and their policy objectives may not yet be clear to many faculty members or 
administrators. Before .early retirement is widely recognized as an academxc 
or nariagement .^licy. its. purposes must be made clear to administrators and 
faculty members. Later chapters of this report discuss the alternative 
policy objectives in detail. 

Economists continually remind us that "there is no such chi.-^.g as 
a *ree lunch." This seems to be the case with early retirements. If an 
institution entices individuals to retire garly, and thus increases the 
rate of retirements in the- near-term, that institution may eventually 
experience a- decrease in -.he retirement rate as it runs out of persons to 
retire early. Perhaps the institution could maintain inducements to ear.y 
retirement, but that could be an expensive proposition . This should not 
suggest that an early retireme.nt policy is necessarily bad. ^ inst..tucxon 
might feel that it needs more retirements now, and it might be wiUi::9 to 
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accept fewer retirements in the furure. In some .institutions the age 
distribution of acad^dcs may be causing few current retirements, so 
enticing some persons^o retire early may have more positive than negative 
consequences. Such acrions, of course, can be decided only by examining * 
the specific age distribution for a college or university. 

;Ui unfortunate consequence of increased inter(sst in early retire- 

4 

ment might be to cause academics to view early retirement as an escape for 
the incompetent. _Such a view would be iriacturate. While some persons who 
<desire early retirement have declined in productivity, not all have done so. 
Most of those who have dropped off are still somewhat productive .and 
certainly are not intentionally cheating the institution. Some highly 
productive employees retire early in order to pursue other alternatives- 
while" they still have the vigor. A terminology which stigmatizes early 
retirement will discourage persons from taking these actions and would be 
unhealthy for both individuals and institutions. Academics should be free 
to terminate when -they desire, and perhaps institutions should not be 
burdened by persons forced to remain because of peer pressure or financial 
necessity. 

This chapter is not meant to be a defense of early ,-retirenlent. 
Rather, we feel the need to address the issue in a positive way because ^, 
conventional wisdom suggests that retirement is at best a necessary evil. 
The following chapters will show this is not the case for many academics. 
When beginning this research, we thought early" retirement would ncft serve the 
need of the university, that early retirees would have experienced financial 
and social hardships, and" that early retirees would regret their decision. 
We have had to reassess our position. From tiie perspective of the early 
retiree, deciding to leave the university before the mandatory age was 
typically seen as a desirable move. Few early retirees regret their 
decision, few h^ve experienced financial difficulties, and most are satisfied 
with their condition in retirement. Further, even if increased-benefits 
early retirements do not serve an institution in financial terms, they ser-ze " 
it in another important way: some disaffected employees are permitted an 
exit. Of course, not all early retirees were unhappy with their university 
roles; there 'are many other reasons for retiring early. 
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The Range of Early Retirement Alternatives 

judging from our research, the variations *on special incentive 
early retirement schemes seein unlimited. However, we have selected the 
following ten variations for detailed^ discussion: 

1^ Full-'-Salary Annuity 

2. Severance Paymeftit 

3. ■ Individual-aased Annuity 

4. Group-aased Annuity 

- 5. Individual-aased Annuity with Partial Employrient 

6: Group-aased Annuity with Partial Employsient 

•7. Continued Annuity Payments ^ 

8. Severance Payment with Continued 'Annuity Payments 

9. Liberalized Benefit Schedule 
10. Continued Perquisites 

The provisions of these alternatives are detailed below. Chapters 2-5 
describe the" examples in industry, academia, and government service from 
which these alternatives were derived. Chapter ? discusses the fiscal 
implications of several of these alternat4.ves (to illustrate the cost, 
calculations which should be made by any institution considering an early 
retirement scheme) ; and 4apter 10 considers the effectiveness of all ten 
• alternatives in liylit of a number of evaluation criteria. 

Alternative I-Full-Salarv Annuity . Under, this ar.temative, an 
organization pays a steep price to get some of its employees tt retire 
early. During the period between an employee's early retirement and his ' 
m^indatory retirement date,, the organization pays him a supplement -o -ne 
■ r.igular early retirement benefits which brings his total retirement Lnccme 
to the level of his full (or nearly full) salary. Also, by' ?urchasi.-:c a 
supplemental annuity to take effect on the mandatory retirement date, t.he 
organization' assures the i.ndividual a future retire-ie-nt i.ncome at least 
equal to that which would have been received had he re^iavned employed until 
the mandatory ace. 

725 ■ . 



Alte rnative 2 — Sevfergmce Payment . An organisation makes a 
■■■■ """"" 

limited, direct cash payment to an employee who leaves the organization 
before his m^>ndatory retirement dkte. This settlement, which might be a 
multiple of the employee's annual salary-, may be paid in a lump sum or over 
a one-year period. Tlie departing employee might also receive an early 
retiremefjit pension if he is eligible 'for one under the standard retirement 
plan. • - * ^ 

Alter native 3— Individual-Based Annuity . Under this alternative, 
en5>loyees who retire early receive a level of benefits comp^^xable to that 
which they would uave received had they waited to retire at the :nsndatory 
retirement age' and had they received normal (or nearly normal) salary 
advancements until that age. To accomplish this, the organization supple«- 
ments the individual's regular early retirement benefits with direct 
payments. The organization also purchases a supplemental annuity to take 
effect at the mandatory retirement date, after which the dire^ct payments 
cease • (Note that the difference between this alternative and Alternative 1 
is that the early retirement income is equal to the projected mandatory 
retirement benefits, not the individual's pre-retirement salary.) 

Alternative 4 — Group-Based Aiinuity . Under the assumption that 
the more highly paid employees within a group of individuals in the same 
age and years of service category are those most highly valued, a group- 
based early annuity might be considered. This plan is similar to the 
individual-based early annuity except that the supplemental benefits 
provided both before and after the mandatory retirement age are established 
in relation to the median projected mandatory age benefits of all employees in 
the same age-service group, rather than one • s own projected benefits. Com- 
pared to those employees above the median/ those below the median receive 
a larger supplement. Therefore, the incentive for them to retire is "greater 
than for the higher-paid employees, whom the organization might prefer to 
retain - 

Alternative 5— Individual-Based Annuity with Pa rtial Smployment. 
This alternative is similar to the individual-based eairly annuity in that 
the individual is assured a retirement income after the mandatory retiifement 
age equal ^ to that Which he would have received had he not retired early. 
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To accomplish this,. the organization purchases a supplemental annuity to 
take effect on the mandatory retirement • nata . In addition, during the 
period between early and mandatory retirement, the retiree i?^ retained in 
a part-time position which supplements his early retirement benefits. 
(There taight be an upper limit, say 33% or 49%, on the amount of compensated 
employment allowed.) 

• alternative 5— Group-3ased Annuity with Parti al EmDloyroent. As 
in Alternative 5, this scheme pairs part-time employment before the 
mandatory -retirement age with supplemental benefits after that age. However'; 
following the logic underlying Alternative 4, both the supplemental employ- 
ment and tiie supplemental benefi^.s are calculated in relation to the median 
projected mandatory- age benefits for one's age-service group. Extending 
this logic even furth«, this alternative could be modified to provide^ 
' su|.plemental employment only to those employees whose incomes are above the 
median, under the assumption that these are the ^employees the organization^ 
would most like to retain in a pro'ductive capacity. 

Alternative 7— Continued Annuitv Payments . An organization 
continu.es payment into the annuity fund, or otherwise supplements the 
future annuity of an employee who retires early . Such payment is continued 
• to the mandatory retirement age. Note that under th:.s option the early 
retiree defers all retirement benefits until he reaches the mandatory 
retirement age. 

Alternative 8-Severance Payr — ^ rr..^^nn.A Annuitv Payments. 

- This option is-similar to number 7; but, in addition to the continued 

annuity oayments, the 'early retj,ree is provided a severance payment. Thus 
the option is more like an ear^y retirement scheme since the employee may 
.. not need to reemploy. 

. Alternative 9-r.iberalized Ben efits Schedule. Onder this scheme, 
the normal benefits schedule for persons electing early retirement would be 
liberalized, typically through an across-the-board increase of all benefit 

rates • 

■ ,,,»^^^i^e 10-C nn.inued Perquisites . Employees retiri.ng early " 
unde; this alternative would not forfeit certain perquisites-for example. 



the use of am office, 'secretarial services, photocopying services, health 
services, etc-, and membership in group health and life insurance plans. 
Ofidespread appeal of this alternative, if not used in conjunction with 
other options, seems questionable.) 

^ * \. 



FOOTNOTES 



h succinct definition of "steady state" is next to incossible as 
the euphemism has taken on such varied meanings , many qu.te difrerent from 
an.econoodst's definition, and others that "^^-fJ -^^.^rni^uslons of 
criticue of the misinterpretations, see Lyman A. ^^^""^ ' , °4_,g 
SteadTstate," Change, vol. 6, no. LO (December-January 1974-1975) , pp. 24 23. 
we Se o^ use^rfre term, as it applies to colleges --^^^^^^^^ 

L Clear from the text. comprehensive discussion o ^^^^ P^/^^^^,^ 

iran1r:::rscr eriT2o:panri9";:' n discussiL^ot the 

te^dy-ftrtrin higher education, see John G. ^emeny "The 
Steady State," Daedalus , vol. 104, no. 1 (Winter 19-5 , pp. ^^-^S. ---siaent 

Paoe-s (Wash^-.gton, D.C. : American Council on acucation, 1973). -arl/ 
fgfefmint is Igai; mentioned as one of the possible remedie.. to problems o. 
the steady state, p. 9. 

^The steadv-state condition in education exists world-wide It is 
cerhaps at Its JorS: i:; Great Britain. Harold Pe^.m, '^^^^^^'^ 
In British universities: Or How to live witn 29 Percent Inflation, MkL 
Bulletin , vol. 61, no. 4 (December 1975), pp. 304-308. 

. 3 ^ discussion of the impact of low gro'^ upon ^^^^^l^Z 
action see Lrtin Trow, "The Implications of Ix.w Growt.-^ Sates for higher 
Sanation! " -mte^graphed (Berkeley: University of California, Graaua.e 
School of Public Policy, June 1975), p. 14. 

'^Carnegie Foundation for the Advancement of Teaching, More Than 

^^'^t^^r^^^^ waiter A^an., ■•T..^Sta« of 
sates Eor myuci oeal'ti'^s," AAU? B ulletin , vol. oO, no. 2 
Higher Education: Mytns and Reaj.-T:i_s, 

"(June 1974), PP- 119-125. 

^The arowth trend for the next decade, as always, is uncertain. 
The growtn w-ena i970's, a much more stable time, were 

Enrollment predictions for the .a.i/ i^'^ ^' „,,„^ts for the ^ate 1970 's 
off as much as 10 percent. Guesses ^^^s^ forLast^rs s^e a gradual 

and early 1980-3 are more uncertain, '^^^-t^^-^^^^^f f.^:: Jinly 

increase in .nrollm.ents ^^^^^ -™;tStS S ;he-1980-s.and 1990-3 
be less t.han tnat or the .960 s ^"^^Jf ^^^^^3 ..ill depend upon 
show growth; others ^^^^^^^ ^itltcl^ lT^ some accuracy, and college ^ 
demographic "<=^-°^= ' , "^^^^ d^«icult to oredict but which will be 

attendance ratev vh-cn .nave -e n ^ ^ percentage of 

even more difficult .o prea-c^ - aersons and oart-time students. 

t:he college population is °f °^!^^ Sve" to consider tr.e 

Even if these .'.umbers were k.ncwn, projecwions ^ou.a cav- 
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capacity of the eccncmy t? absorb these college-educated persons. In- 
corporating the absorption rate into projections is discussed by Stephen 
P. Dresch, "Educational Saturation; A Demographic-Economic Moclel," AAU? 

~^ulTet±m vol. 61, no. 3 (October 1975), pp. 239-247. For a variety of 
enrollment projections, see: Carnegie Foundation, More Than Survival , 1975, 
especially Appendix B, pp. 141-147? Carnegie Coinmission on Higher Education, 
Priorities for Action: Final Report of the Carnegie Commission on Higher 
Education (New York; McGraw-Hill, 1973), Technical Note A, pp. 95-106; 
Richard Berendzen, "Population Changes and Higher Education,'* Educational 
Record , voir 55, no. 2 (Spring 1974), pp. 115-125; and U.S. Department of 
Health, Educatioh and Welfare, Projections of Educational Statistics to 

. 1982-1983 (Washington, D.C. : U*S. Goverwnent Printing Office, 1974), Table 
5, p. 24. ^ - 

The demand for new doctorates has been steadily declining and 
may roach zero within the next decade- Roy Radner and Leonard S. Miller, 
Demand and Supply in U.S. Higher Education (New York; McGraw-Hill, 1975). 
Also cited in Carnegie Foundation, More than Survival , pp. 11-13. See also 
Frederick E. B^lderston and Roy Radner, "Academic Demand for "New Ph.D's., 
1970-90; Its Sensitivity to Alternative Policies," mimeographed (Berkeley; 
Onivers4.ty of California, Office of the Vice President— Planning, December 
1971); and Allan M. Cartter and John M. McDowell, "Projected Market and 
Institutional , Policy Impact on Faculty Composition," mimeographed (Los 
Angeles: University of California, February 1975)* 

* • 

""^Although their proponents do not like to admit the fact^ some 
non- tradition^ or extended degree programs have been established in part 
to capture a n^jw clientele • While few colleges and universities tried to 
recruit adults "during the last ten years, most plan to do so during, the 
next decade. Carnegie Foundation, Mors than Survival' , 1975, pp. 96-100. 
The University of California launched its Extended University in part as 
a response to anticipated declining Enrollments. Car.l Vernon Patton, 
"Extended Education -in an Elite , Institution ; Are Ttjere Sufficient Incentives 
to Encourage Faculty Participation?" Journal of Higher Education , vol. 46, - 
no. -4 (July/August 1975), pp^ 427-444, For an overview of recent experience^ 
with extended education see; Leland Medsker, Steward Sdelstein, Hannah 
Kreplin, Janey Ruyle and John Shea, Extending Opportunities for a College 
■Degree; Practice, Problems and Potentials (Berkeley, University of 
California, Center for Research and Development in Higher Education, 1975). 

" Howard Clark,.. "Colleges Overexpanding," Oakland T;.'ibune , 
November 11, 1974, p. 4. * 

^It, is not necessarily clear that the bulk of the resources will 
go to the older established research campuses. Perhaps the prestige 
caucuses will have to pay for the bad predictions which led to the establish- 
-ment of the new campuses of the late 1960*s. 

^^Carnegie Foundation, More than. Survival , 1975, pp. 82-85. 
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^Satton, 1975. 
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Cartter and McDowell, 1975, op. 4, 20, 46. 



' ^^Abolishing tenure, even where institutions are f^ced^yith finan- 
,.^,1 shortfalls cannot be done overnight. Detaraini.ng what makes a 

nL:farSe;.c^^^^^ be difficult, 
contractual agree^ents^ust^ 

Sran^iri^irr Stl;s!"te:r%^ XooLield CoUege Case," ^ Bulletin , 
cinancxdi uxa-i.^ f ,(^^^^ ^- 79n-"?"?0 The court ordered the 

aeadinie , vol. 9, no. 4 (December 19751, p=. 1, ^- ™^ Jlde 

■^:e'^srrcr:r?a:!i?. t:-™ ^^^-^^ 

l^.Ti ZlZi Oisc=n=i..uanoe o. a „ or Oe.ar..e„.^f^^^^^ 
Reasons," AAU? Sulletrn , vol. oO, .no. 4 (Deceraoe- x^/tj , 

^Vether the elimination of tenure would be good' or" .bad for the 
^alit. of elation h..s not -en deter^ined^^ ^l^^:^^^^^- 
• font, of tenure, and tenure may ^^^t^J/^ "J^'^'^j^f i^^erested reader should 

Tass, r973n and'c^rislon In Xcademic Tenure in Higher Education, 
Facultv Tenure (San Francisco: Jossey-3ass, 1973). 

^^An argument against a mandatory retirement ace can also be made. 
Some persons hold that individuals should not be forced to retire, t..at 
they should be perinitted to work as lo.ng as possible. A counter argument 
Sght be supported by reference tc the limited employment 
no3 e^cist and the number of available slots that 

academics -f there were no mandatory retirement age. Mandator/ reti.emen. _ 
academics _e t.^e-e t- he dav when thev will be unable to wrk, 

also causes persoms to plan for the day wnep ^'^^y wix ^satiafact^ on 

oe-haos because of noor health, family responsibilities or dissatisfact.on . 
wi^'their iob. Wh^n a person is young, the idea o£ not working may ,be 
- reoug^a^^ ^d there may be little incentive to save for retirement Because. 
IndiSS^ais do not tend to s^ve for their old age, institutions, ^r.<=yf f^ 
Se federal government, have established mandatory pension plans. These ^ 
pens on olans not only require persons to save for retirement, but in the 
^stance's where a mandator/ retirement age is set, they define the .i-.e 
i^riS-dL^nc which an annuity must be accumulated. "f/^^^. 
;eliance on public and private pensions rests on the premise t-nat mos. 
People make ohlv minimum individual preparations for retirement income. 
juSita .H..Kreps, "Zconomics of Aging," in Ethel ^^'^^ <^^;^^-|f^{.,0) 
contempor=-/ Society (Beverly Kills, California: Sage PusUca.ions , 1. /O) , 
Contempor / 5oc f k /^^^^ ^^^^^ ^^^^^^ _ j^^^^^hy 

■ w;dle;bu;S "Old Peoole ir. Britain," in Ethel Shanas (ed.) ^cin2^ 

?«nremn^^ Soc^ (Beverly Hills, California: Sage Publications, 19/0), 
gontemnorary Soc - ( / ^^^^ ^^^^^^ Conference on Aging recoc^ 

' nized ^his proble^. "Too many individuals fail to plan for retirement or • 

er!c • ^-'^^ 



plan too late/' 1971 white House Conference on Aging, Selection Recommenda 
tions on Employment ahd Retirement (Washington, D.C*:. 0»S» Government 
Printing Office, 1971) , P- 6» " Those persons who are eJcpected to have the 
most: problems seem to plan the least, perhaps because they are discouraged 
and need assistance* James N» Morgan, "Trends in Early Retirement," The 
Aging Consumer (Occasional Papers in Gerontology, no. 8) (Ann Arbor: 
University of Michigan, 1939), pp. 41-45. 
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2. EARLY RETIRSMENT IN INDUSTRY 



Industry has found that the hidden payroll costs of maintaining 
inefficient older employees may be greater than an early retirement pension 
and that the separation-pay aspect of an early retirement pension makes it 
easier to reduce the work force. Businesses have taken steps such as 
general cost-reduction programs involving marginal performers, company-wide 
reductionof personnel because of business _ conditions or technological change, 
the shutdown of a specific department, and the weeding out of older, marginal 
performers.^ Workers in industry also have been encouraged to retire prior 
to the mandatory retirement date through liberalization of retirement 
benefits, both from Social Security ^d from private plans. A number of • 
labor unions have negotiated early retirement plans, most notably in the 
automobile and steel industries. 

Today, 96% of the pension plans in industry provide for early 
retiremene. Most plans require early retiree to take the actuarially 
-reduced value of his accrued benefits, the reduction being made to recognize 
the increased time during which the benefits will be paid. In 22% of 
the plans, however, liberalized benefits are provided" to-^persons who volun- 
tarily.retire early. ^ These increased benefits are provided in several ways 

• A liberalized early retirement discount may be given, _ 
where the accrued retirement ben*?fit is" still reduced 
for each year the employee is under the mandatory 
retirement age but the reduction is not as severe as . 
the standard actuarial reduction-. 

• The full benefit that would be received at the mandatory 
retirement age may be -given, without any reduction for . 
early retirement. 

• The regular early retirement benefit may be supplemented • 
until the early retiree reaches age 65, when he can 

draw an unreduced Social Security 'benefit. 

These benefits may be general , in that they apply to all employees who meet 
the eligibility recairements for early retirement. On the other hand, they 
o^y be .enior auoolements , restricted to a class of employees who meet more 
stringent age and ser/ice requi^rement^ ; or t.hey may be comoany-ootion 
supplements, applicable only to employees who are asked to retire, by tLne 
company. The general and senior supplements have grown in use during tne 
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last: -decade , while the company-option supplement is more limited, found , 
mainly in a few specific industiries. 

An excellent survey of retirement practices in business and 
industry is. available from Towers, Perrin, Forster and Crosby. We reinter- 
viewed selected firms from this study to determijfie tlieir recent experience 
with incentive early retirement'^schemes and to seek information that might 
be useful for colleges and universities considering early retirement options 
Table 2.1 suitunarizes these p?tans in industry. 

Through our investigation we found that early retirement often is 
I another name fot -ennination and that termination programs generally apply 
to a wide range of employees. In some cases termination/early retirement 
programs apply to selected groups— usually high level managers and profes- 
sionals. Few persons retire under these options, except in a few firms- 

In general, we found that: 

* 

• A few large firms have instituted formal pro<jrams. 

• Many firms have some- special arrangement, though 
informal and not widely publicized; some are even 
"under the table." 

• Soae programs are temporary; others are "permanent." 

Basically the early retirement or termination programs fall into the 
following categories: 

• one-time payments (sometiimes spread over' a number 
of years) ; 

• liberalization of the early-retirement actuarial 
reduction; 

• a pension supplement, someTiimes geared to expected 
Social Security income; or 

• part-time reemployment, often a special task. 

« ' Few firms are guaranteeing cost-of-living adjustments although 
across-the-board adjustments have been made in many cases. Most firms do 
not see this as 'an essential part of an incentive early retirement program. 

Business and industry have identified a number of necessary 
components for increased-benefits early retiremJent schemes, as noced below. 
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overview of Selected Ince n"^"- F-^Y ^^^^-^^^^^ Proqras^s in Industry 



Basonce of Plan 

Bl. I4lberali;sed actuarial 
discount. No actuarial 
discount if age 60, 30 
years of service. A 
Social Security Supple- 
ment is paid until eatly 
retiree begins to draw 
Social Security at <\qe 62. 

B2, Two years salary paid 
Mionthly for up t:6 four 
years or to age 65. 

B3. Half of regular salary 

plus a pension supplenvent 
to the balance of the 
salary paid till age 62. 



04. Up to two years of salary 
paid over 12 months. 
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B5. Lump sum payment of a per 
poVcentago (50% to 100%) 
of Current salary. 

IJ6. One year*s salary paid 
oyer a two-year period 
or until age* 65. 



Formal/ 
Informal 

Formal 



l^emporary/ 
Permanent 

Permanent 



Eligibility 
Requirements 

Age 59., 30 years of service 
Age 60, 10-30 years of 
service 



Formal 



Formal 



Temporary 



Permanent 



Twenty-five years of service 



Ago 60-62, 10 years of ser- 
vice 



Informal 



Permanent 



Age 50-60, -1'5 years of ser- 
vice 



Informal 



Informal 



Temporary 



Age 55 



Permanent service 



Conwvents 

Special arrangements 
made for highly paid 
executives. 



offered occasionally as 
need to reduce force 
a'rises. ' ' 

Offered to salespersons 
primarily. Perso;^ is 
placed on 50% salary and 
put on consultation. At 
age 62 can draw an un- 
reduced annuity. 

Used to remove marginal 
employees. Replaced a 
supplemental annuity 
option (part of the 
actuarial reduction was 
eliminated). 

Intended for xixecutives, 
top management 



Aimed at highly paid 
executives 
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Essence of Plan 



Formal/ 
Informal 



BT. An unreduced annuity plus Formal 
$200 per month payment 
At ages 55-59 till, age 62 
At ages 60-62 for 2 years 
At ages 63-64 till age 65 

D8. No actuarial discount Formal 



CD 



Supplement from early 
retirement till age 62. 
Then after the employee 
begins to draw Social 
Security, the supple- 
ment is reduced by 
about 50%. 



B9v No actuarial discount 
plus 50% of Social 
Security benefits to 65 j 
medical, life insurance 
continued. 



Formal 



BIO. 



Liberalized actuarial 
discount plus 50% sup- 
plernont to age 62 j ^ 
life insurance continued. 

Liberalized actuarial dis- 
count plus 50% Social 
Security benefits; 
medical, life insurance 
continued. 



Formal 
Formal 
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Temporary/ 
Permanent 



Eligibility- 
Requirements 



Comments 



Temporary Age 55, 30 years. of service 
less two years for each 
year above 55 



Used at all levels of 
employment. Many re- 
tired under this option. 



Permanent 



Age 62 or 30 years of ser- 
vice 

Age 60 ahd 30 years of ser- 
vice 



/ 



Liroitlfed to hourly emplov- 
ees, clerical and mana- 
gers . Intended to be a , 
supplement until a person 
becomes eligible for 
Social Security. 



Permanent 



Age 62, 30 years of service 



Available to allj 66% 
choose early retirement. 
Largest number in late^ 
fifties. 



Permanent* Age 55,' 10 years of service 
Permanent Age 55, 15 years of service 



Available to alli 55% • 
choose early retirement. 
"Necessary as a competi- 
tive benefit, but of 
course you hope to in- 
duce marginal performers 
to choose it." 
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Eaaencc^ of l^lan 



Formal/ 
Informal 



Tt^::.porary/' 
Permanent 



Bll. No actuarial discount. Formal 
modified medical, life 
insurance 

"Fre-retireroent leave ot Informal 
absence": early retirement 
benefits plus Social 
Security equivalent to 
age 62 



Permanent 



Permanent 



B12 



814, 

B15 
IU6 



'^Besides standard early 
retirement, there is . 
'discretionary ri^tireinent* 
which adds ?250/,nonth 
tiupplement to acje 62 
and no actuarial discount" 

No actuarial di*icpunt; lib- 
eralized actuarial discount 

No'actuarial discount; 
liberalized actuarial 
' iscount 



Informal 



Permanent 



L 



o actuarial discount 

NO actuarial discount 

Liberalized actuarial 
discount 



Formal 
Formal 

Formal 
Formal 
Fdrm^l 



Permanent 
Permanent 

Permanent 
Permanent 
Permanent 



Eligibility 
Requirements 

Age plus years of ser- 
vice = B5 



Age 57, 15 years of service; 
exempt personnel 

/ 



Over 55, years X service 
80? exempt personnel 



Comments 

AvaLlable to all, 50% choose 
early retirement, 66% hourly 
workers 

••voluntary" — but initiated, . 
approved > and packaged by 
management before employee 
is approacheid. -Used for 
"division reduction of per- 
sonnel and marginal employees 
in abou}: .100 cases" 

Used in plant closings; 
"occasionally" ' for 
individuals 



Age plus years of service = 
8»j age 55-62 

Age plus years of service 
= ISj age 58-62 



Age 62, 20 years of service 

It 

Age^ 58, 21 years of service 
Age 50, 10 years pf service 



The provision has been in 
existence for many years 

Few people are taking this 
option (only 25% pf firm's 
retirements are early) 

Available^ to all 

Available to all, hourly 
and s'alaryi most retire 
at 62 
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Easdnce of Plan 



Formal/ 
Infojrmal 



Temporary/ 
Permanent 



B17. Liberalized actuarial Formal 
<3i8COunt| modified medical^ 
life insurance continued 

Ho acj:uarial discount Formal 



Permanent 



Permanent 



.B18,^ l*ltorallzed actuarial 

discount I medical^ life 
' insurance continued 



Formal 



Permanent 



o 



Barly retirement plus lump 
sum payment equal to 
••severance or a little 



more" 



Informal 



Unofficial 



t 



Eligibility 
Requirements 



Age 55 



Age 62 or age plus service 
« 85 



Comments 

Available to ail office 
personnel; 50% choose' it 
at various ages 

80% clioose early retire- " 
ment, mostly at 62 



Age, 55 r 10 years of sexrvice Available to all 



Same 



"You will retire or be 
terminated/' " Only applied 
to non-union f exempt 
personnel 
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A minimuia age for retirement eligibility « A low minimum age 
results in an inadequate benefit level in most cases, but it may also 
provide a lifetime severance allowance for a relatively young employee. 
A low retirement age can also result in a burden on the system. In some 
cases/ young retirees may compete for other jobs with job seekers who do 
not have pensions, ' Age 55 ajfpears to be the youngest age at which most 
retirement plans in both industry and academia permit the payment of 
retirement benefits- Few firms encourage incentive early retirement prior 
to age 60, for'reasons of cost and level of benefits^ 

^ minimum number of years of service . In addition to fulfilling 

the salne purposes as a minimum age requirement, this requirement serves to 
retain people who can continue to make a useful contribution. Few cdnven- ^ 
tional early retirement plans penult retirement after fulfilling only a 
\service-credit requirement, but both the minimumage for retirement and the 
number of years of service credit are continuing to be shortened. Although 
some retirement plans pen^t retirement i)enefits to be paid after ^nly five 
' years, the benefits would be quite limited, even if the employee had passed 
age 55. An" increased-benef its early retirement scheme, if it is to encourage 
more than a few retirements, would have to b'e limited to persons with at 
least 10 years of service credit. Otheryise, t.he supplemental benefits 
would have to be substantial, to compensate in the benefits formula for 
the limited years of service credit and related empl6yee and employer 
contributions . ^ 

Consent of the organization . When the eligibility requirements 
are liberal, the organization's consent is typically required. In some 
cases, the organization decides that an employee who might be eligible for 
early retirement benefits does not merit an increased pe.nsion, and in 
other cases, an organization might lose employees whose performance was at 
cr-a^:ove par, or could be in a position to pay a lifetime severance benefit 
to an/ employee who reemploys with another (possibly competing) organization. 
Organizational consent might be required at younger ages but not at older 
ages'. Although organizational consent is often required, "window" options 
have made the option available to all persons in certain age-service 
cohorts . 
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,?eraojl in force > Some firms view these options as temporary, 
-others as pennarier.t, in practice, all are temporary since they may be 
revised. A possible problem exists with temporary programs. Persons may 
delay taking the option the first time offered, hoping the program may be 
available, at/ a later time when they feel they will be in a better position 
to take it* Due to these postponed retirements il the net result mi.ght be 
only* a slight ceductioo (or perhaps an increase) in the ^ge of retirement. 

^ Ease- of funding . Basing an annuity supplement on a projection of 
future salary (or on present salary and stock -growth trends) is seen as 
somewhat risky. A multiple of current salary as' a termination benefit is 
seen as more certain. 

Megms of financing the supplement . The provisions of ERISA and 
Sections 403 (b) and 415 of the* Internal Revenue Code demand special attention 
to the way in which suppliements are paid to persons who terminate/retire. 
Under the IRS code there are .limitations on the amounts that can be added 
to a person's annuity, and some supplements are not being paid as part of 
the firm's pension. 

The key points seem to be the minimum age for eligibility and the , 
minimum number of years of service credit. Institutional consent, over and 
above that imp.lied in the design of the early retirement option, is less 
widespread. Few early retirement programs permit retirement prior to age 
55, except where the employee has accumulated 20 or more years of service 
pjredit. In .some of these cases, the employee may be approaching his full 
annuity, and a liberalized early retirement plan may not be necessary. 

Eariy retirement must be financed in some manner, either by an 
institution ox^ by continuing workers. The options include an influx of 
* additional funds,, a reduction in the number of employees, increases in the 
actuary tables, or a selective distribution of available funds among 
particular groups of workers. It would be possible for an institution zo 
determine whicji specific employees have reached an age and leng^th of service 
that would ,perinit them to be retired with funds remaining to finance a net 
increase- in the number of employees. However, these employees may not 
necessarily be the ones that the institution would like to retire. Further, 
selective early retirement may not be view^fd as equitable. Instead, blanket 
availability^of early retirement for age-service cohorts may be more acceptable. 
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HOW do firms decide upon the ingredients for their early, retire- 
ment schemes? How do they establish the benefit levels? 

We aporoached those -fir:tis that have had success with early 
retirement (in the sense that their incentive plans have caused people to 
retire early). Although we cannot reveal the names of specific firms, their 
e:cp.riences are instructive and enable us to suggest alternatives useful to 
academia* 



Firm Bl ' 



This firm's formal early retirement program is a permanent arrange- 
ment available at the employee's discretion, "in fact, this option may .or 
may not be considered an incentive program. Employees who have reached age 
58 with 30 vears of se^.ice may retire early and receive a monthly pension, 
calculated U.e a normal pension but reduced one-half of one percent for 
each month between the retirement -date and age 60. A person retiring a.cer 
age 60 with 30 years of service does not receive an actuarial reduction, 
person age 60 with 10 but less than 30 years of service credit receives a 
ension which. is reduced one-third of one percent for each mon.h before age 
65 (the mandatory retirement age) . Any person retiring before age 6 re- 
ceives a social security supplement. This arrangement was negociated by 
the union and is available to all employees. 

in addition, this firm has an unpublicized scheme intended for 
management employees who "have gone stale" or who are "not able to cut it. 
If such a person is near the retirement age,. the retirement options are 

.V 'f i.*- takes more to get him to retire, his manager may 
pointed out to him. if it taites more y 

Be a la'-ae firm, however, 
work out a "special" retirement arrangement. As a la-ge 

they can often relocate these problem employees. 

This firm also has a separation-pay option which is used when 
.here is a need for a cutback at a particular installation, but this is 
hot an early retirement arrangement. 

Although this firm did not have extensive ercperience with in- 
duced early retirement, it is interesting to note that over 60. of th.e 
• firm's employees are retirir.g early, and ..st of the early retirees 
leave more than a year or two early. Tor example, in a ./pical montn oO. 
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of all retirees retire early, and only 15% of these retire just one or two 
years early, 

Firai 32 ^ 

I*ike roost firms, Firm B2's retirement plan includes a regular 
early retirement provision, where a person retiring before a certain age 
(age 60) has his pension reduced 3% per year for each year he retires early. 
In this system a person retiring at age 55 would receive a pension equal 
to 85% of his accrued annuity. The firm feels this arrangement is competi- 
tive with .those offered by other firms in the industry . They are comfortable 
with this practice as\d feel it gives a reasonable turnover at the older 
ages. They are not sure that th^ay want to provide "massive" incentives 
for early retirement. 

During periods of severe manpower surpluses this firm has offered 
a "special separation allowsmce" to emyone with 25 or more years of service, 
Itost of the persons who took the option were also at least 55 years of age. 
If the person retires early he receives two years pay spread over a four- 
year period (or until age 65). This option has been offered twice, both 
times for limited periods. Another offering will be made soon to employees 
at a specific installation. 

Early retirement here is seen as non-selective. If a person is 
not performing well he is given job counseling, rather than being encouraged 
to retire early. The speci<±l early retirement provision is reserved for 
cases of excess labor supply. 

According to management, en^ioyee reaction to the special, 
temporary program has been highly favorable. The firm feels they gained 
through the option, but thGv argue that it in difficult to t;rack employee 
replacement, the cost of replacement, otc. 

This firm was not sure how many .people would take the special 
early retirement option. However, they thought people o.ver age 60 could 
hardly afford to turn it down, as they would receive almost full pay under 
early* retirement . Fewer people aged 55-60 took the option. The firm 
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believes that age is the best oredictor of .ccectance; salary and rank.se^m 
to be less important. 

A special separation payment was selected over higher lifetinie 
benefits because it would be easier to keep "the arrangement temporary. 
According to the firm, setting the level of the benefit involved a little 
nagic. Considering existing early retirement incomes, the supplement 
seemed enough. More would have seemed' over-generous , perhaps wasteful. 
Two years salary seemed right. Our informant feels that they would not 
have gotten a much higher yield if they had offered three years instead of 
two. ^ 

The early retirement offer was designed to be strictly voluntary. 
A letter was sent to eligible employees, reporting^ the program but pointing 
out that it was strictly voluntary. Managers also^were informed that the 
program was voluntary, that there had to be no arm twisting. The firm 
claims that it received no complaints from employees who felt_they were 
beiug forced to retire. 

The program was considered well-received. Out of a total of 
160,000 employees, 3,000 were eligible. Below 55, there was a 1% 
acceptance rate; for employees 55-59 the rate was 44% (1100 out of 2500); 
and at 60-64 the rate was 75% (675 out of 900) . Acceptance rates did not 
vary by occupational category. Age was obviously the most important 
variable: over half of the persons eligible by having over 25 years of 
. service were below age 35, but only 1% of these persons took the option. 
(It should be hoted chat persons under age 53 were not eligible for a 
pension • ) 

unlike the procedure in some other firms and universities, 
electing this early retirement option was straightforward. 'The employee 
would submit a request for retirement through his manager, who would pass 
the r-^iuest to nersonnel and the corporate headquarters, whereupon the 
details were taken care of for the employee. The employee was also reques 
^ to par-ticipate in an exit inter/iew. This firm claims t.here was no bureau 
cratic maze involved in early rec.rement, that the employees elected t.ne 
option, and that there was no reason to impose company consent. 
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Although this firm knows the persons who did not take the option, 
they have only limited data about why they decided to continue working. 
The firm attrdlbutes the rejection to the employees' family circumstances, 
particularly to outstsmding financial commitments. 

Overall, this firm is satisfied with its experience with increased- 
benefits early retirement. It met the firm's needs, and the firm feels that 
as long as the option is flexible it can work 'to the firm's advantage. How- 
ever, "^msmageraent at this firm warned that the moz^e often early retirement 
is encouraged the more it affects later retirement (by removing people who 
would later retire at the normal or jtnsmdatory age) ; further, it eventually 
comes to be seen as an employee benefit. Before offering this option again, 
this firm will ask whether it is worth the risk, especially in light of 
recent concerns about the discriminatory nature of these programs.. (Note 
that this firm picked the number of years of service as the determining 
factor, not age.) 

It might be hoted that this fiinn tends to look after its retirees 
through personal contacts, inclusion of the retirees in company functions, 
etc. 

. • Firm B3 

Firm B3's early retirement plan (which the firm say^ is more 
properly an "inactive seirvice" program) provides an early retiree with 50% 
of salary plus some money from consultation assignments. The program 
is aimed at salesmen and is available to persons aged 60-62 with 10 
years of service (at age 62 2m employee can retire with an unreduced 
pension)* Between 50 and 100 persons have participated in the option, 
which is not available to ever^'one. It is a company option, offered to 
specific employees. 

This firm is now considering another type of inactive service 
program, one that will apply more widely. Their intention is to davi.'je a 
program which will cause more people to leave early, to move out certain 
persons, and to brine in young persons. 

The option as it stands today is not generally known to employees 
of the firm. It is not mentioned in the firm*s retirement booklet. The 



firm' reoorts that: some persons are grateful to be on the nrogra:n,-out 

others "are bitter. As our informant pointed out, this schene is not really. 

an "Offer." Rather, it is a management decision, and employees take the' 

option because the alternative to it is termination. 

Because the firm is interested in causing more employees co 
retire early, it may modify its alternative. Already less than one-thxrd 

'of its retirees terminate at the mandatory age of 65. Most retire between 
62 (When they may take an unreduced annuity) and 65. Very few now retxre 
before 62, unless they are placed on the inactive service program. 



Firm B4 



This large firm differentiates between a person who retires after 
vesting (10 years of service required) and on^who has 15 years of servxce 
and has reached age 60. ^e latter person is designated as an annuitant 
an. is provided additional benefits, such as a continuation of Ufe insurance 
If an employee retires voluntarily before age 60, his pension xs not 

■ to early r»tir.»ent at =he compan-/ option is supolo^nted. «ho„ 
the company t.n.inat.s a person early, a severance allowance is paxd .n 
accordance «ith a Ior»»la fnat differs for annuitants - ^ ^ 

«o years salary ,ay be paid to a person required to ter»nate early. The 
^Irance allowance is paid in instalments „p to U ,ontHs, if the e»P^oyee 
desires. The e«act payment depends upon the employee's ace and the no=ber 
of years of service credit. 

J • T^QtA-ices- (1) where there 

This option has been used m three instances, 

has been a pure surplus of en^loyees, (2) where there were i-^--^ 

performers, and (3) where an employee. -was doing a satisfactory _,,ob , ut a 

. ^ nlace a rew more effective -mployee in the ^ob. -n ai- 
manager wanted to place a new, 

three cases the employee receives the same treatment. 

The firm uses this option to zero in on poor performers, but they 
.o have teople volunteer for the program. They offer the option to 

" ^ v-ohi-a ea-iv SO far, they have oeen 

more than just those they want to retxre ea.-/. 

able to cause the "right" persons to take the option. 
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In establishing the benefits levels, the firm tried to match what 
people would be getting under an old program which offered a supplemental 
annuity for life* Hospital insuramce, family-income insurance, and product 
discounts are also provided, c ^ 

The firm feels it has not saved much 'if any) money under this 
alternative because most people have had xo be replaced However, the firm 
is satisfied that the option has succeeded in replacing marginal employees. 

Firm B5 

This firm has an informal, temporary program which provides i 
severance payment for a person the firm wemts ^o transfer but vho would 
rather not leave an area. The payment ranges" from 50% to 100% of annual 
salary. The payment is determined individually for each person. For 
example, the firm found that it had a surplus of managers in a particular 
location. It tried to transfer the employees, but if they did not agree 
to the transfer they were terminated. 

The benefit formula is roughly related to years of service and 
provides about a year's pay. The payment is usually made in a lump siam. 
Along with the payment is provided life insurance to age 65, medical 
coverage, and a supplement to medicare. The closer an early retiree is to 
age 65, the small'3r the payment. This firm has not relied solely on this 
scheme to solve its manpower problems. Like several other firms, this 
organization is large enough to hsmdle many of its problems with transfers, 
T^e firm has an active program of job placement, and when a person is 
identified as surplus the firm attempts to find a new posicion for the 
employee • 

Special early retirements represent a small fraction of the 
firm's retirees. The firm has 20,000 employees on the retired roles, but 
only 75 have been incentive early retirements. This firm is concerned that 
making pensions too generous n^.y drain away tha good people, people who may 
rather travel, start their own businesses, or do volunteer work. 
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ic a norma' severance allowance. 
This firm has two plans. One is a norina- 

Is usee Where a job ha. been eli.inated or for cost reduction, ---he amount 

Of service an -anoloyee has and how close 
varies, deoehding upon tne amount of service an -n.. y ^ 

is to r'etire^ent. It tapers off at a.. 62. The second scheme .s a special 
orogram, only occasionally granted, which is ad:ninistered by a comnuttee 
that controls salaries for the top 400-600 employees in the firm. 

Early retirement is seen as a management option. In cases where 
a person is blocking organizational change, the firm may grant a more gen- 
erous severance allowance in order to move the employee out. When necessary, 
these oersons are'paid up to one year's pay over a two-year period. The 
ootion exists to serve the needs of management. It is used very spar.^gly 
a'nd selectively, and our informant stressed that there was no guarantee that 
an eligible employee will receive the option. In fact, only two or three 
employees oer year are removed under this scheme. Like other larger ..rms, 
this one t'ries to relocate an employee before terminating him under the 
early' retirement scheme • 



Firm B7 



I„ 1971, Fir= B7 looked toward the e»=ure and anticipated a down- 
turn in business. Hirin," was reduced, business began to slack o£f, and the 
firm saw imminent- layoffs. 

Pito B7 would like to have employees believe they have a permanent 
3ob. However, upon examining employee distribution, the firm saw it would 
not be able to hire young employees, upon whom it had depended .n the pas.. 

corporate management felt that if they could not hire, they' would nace 
stagnation. On the other hand, they did not want to fire estabUshec ^ 
emoloyees . 

"management was willi-.g to spend a few dollars to enbiance recire- 
ment for persons in older age groups," our informar.t told us. This woui. 



cause some employees to leave. Not all the vacated spaces would be refilled, 

so the work force would be reduced and layoffs would l>e avoided. 

' - ' . . C>^' 

Persons who met certain criteria (ace plus years or service , <• ^ 

totaling 85 at age 55/ or one point less than 85 for each full year older 

than 55) were offered unreduced annuities plus $200 until age 62; persons 

60-62 at retirement would receive the $200 for two years; and persons aged 

63-64 would receive the $200 until age 65 (the mandatory retirement age) . 

Insurance coverage was also continued by the company. Group life 
insurance was continued in full force until age 66 when it would begin to 
reduce to a lifetime minimvan. Basic health-care protection and major 
medical was maintained for life by the company. Individuals covered under 
the company's survivor-income plan'^or the survivor-benefit plan could 
maintain their coverage to age 65 by having their monthly share of the cost 
deducted from their monthly annuity" payments . • 

This firm analysed the acceptance pattern and found with a few 
exceptions that people were encouraged to retire eibout two years earlier 
than they had planned to retire • It seems as If persons ^who were planning 
to retire at 60 had begun to think about retiring at 58/ and they elected 
this option • Persons who were planning to leave at. 62 and take an early 
Social Security benefit saw the option as a way to retire at 60. People 
over age 62 seemed to decide to wait until 65 to retire* The average age 
at retirement dropped two years after the early retirement program was 
implemented. 

The optiori was offered from top management on down. There was no 
pressure to take the option. All who fell in the eligibility category 
received a letter of explanation from the president of the firm, and the 
retirements were handled as routine retirements. The scheme was estimated 
to a(bpeal to 1/700 persons/ but was eventually taken by 1/720. 

The firm f^els that this option caused them "to lose a lot of 
good people/ as well as those over the hill," There was some concern over 
losing talent when the option was first offered/ but they were able to 
replace the early retirees without difficulty. 

The firm is pleased with its program/ and in the words of our 
informant/ "it did not cost as much as it looks-" Ke reports that if they 



^ hi' to repuce the early retired, one for one , they wuld not have , „ 
«ed this .oro,™.. instead, only. 60, of the early =efi«es.«ere.re=U=ed, . 
and no'saUried e;=loyees were replaced. . M:«inin, ei^loyees vere ..erely , 
shifted around. , . ^ 

This early retirement program had another advantage in the ^'/es " 
of the firm. It enabled them to continue hirir.g coTrl^ege grkduaces during 
a three-year period when their competitors were unable to do so. 

Most employees were content with ^-.e offer. The firm received 
some complaints from persons who did not qualify.. On- the other hand they 
dj.d not let anyone- back out of the decision, and that caused a few problems, 
"to avoid iome ccmoiaints, ^.yone who had retired early during the previous 
year was given the benefit of the plat., if they met "the eligibility criteria. 

This company's experience shows that a successful program can be 
counted ouidy if needed. Following a request from the president's office, 
the program was designed in one mohth, formally placed on paper during the . 
following two weeks, announced the next month to go into effect -the following 
month, for a three-month eligibility period. ^ . 

The largest acceptance ra'te Was in the ,58-52 age bracket. • Manage- 
ment feels that people who were wprking at age 63 or older were working . 
because they needed the salary, that their decision not ^ 'retire had been 
.ade years earlier, and their ^nds could not be changed. In terms of 
service, t.he highest acceptance rates were for persons .ith 28-30 years or 
more of credit. In order to encourage people, co make up their mi.ds about 
the option, the firm announced .h.c the plan would be temporar/ and would 

. J • ,1- least five yeats. JioweVer, t.he firm does not 

not be offered again :or at least tive yeais. >r 

feel bound by the past and may not offer tVie prpgram again. " . 
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■ This firm's formal early, retirement program was instituted in 

a -jav to -emove emnlovees. The option 
resDonse to union pressure, not as a ^ay to .^o e . 

' " , u ^oPir im*-'l thev reach 62 when t.-\ey may 

is intended to give people a n.nefit unv._l ^ney -esc 

. , - T*. is ^rtended to cermit long-ser-/ice 

begin to draw Social Security. is -..cenueu . 

•-v in v«.;>r- n- ss'^^ce) CO retire even though tney 
employees (persons with 30 year, o- serv.ce; ^ 
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may n6t be •62 years of age.' The op::ion provides a pension cupplemer.r from 
th*e tiae oi'^early retirement (for a person with 30 years o: service) -unt:.! 
age 62. At 'that age tlie supplement is reduced by About "50%. 

• ■ ' la addition to this formal program, the firm has encouraged some 
people to leave through special pension arrangements. Others have been 
"■""^aced on quasi-consultant proje.cts. Still others who were not yet eligible 
for an unreduced pension have been given one, to encourage them to retire 
early. Tljis option is supposedly used very sparingly, even less in recent 
years. Instead, PQor performers are counseled, moved to new positions, or 
encouraged to move to a new firm while they are young. ^ 

Firms B9-B12 

Besides the incentive of- no actuarial discount (or a liberalized 
actuarial discount) for early retiree pensions, these firms provide a 
supplementary benefit tied to Social ' Security . The link to Social Security 
• serves three purposes: first, it makes possible an exact prediction of 
cost, second, it establishes a definite cut-off point (usually 62, occasion- 
ally 65); third, it enables the employee to connect the program with the 
retirement norms of the society. 

■ ' Firms B13-B18 



These firms illustrate the type of incentive early retirement ^ 
schemes available at many firms. Employees- whos^ age and years of service 
equal a particular number may "retire early without having their pensions 
actuarially reduced. . Persons who retire before .achieving this number have 
their pensions. reduced but do not suffer the full reduction. 'These options 
make it possible for some employees to retire early, but they do not seem 
to attract many persons. The additional pension benefit is apparently not 
large enough to cause people to stop working, at leasu not until ace- 62. 
AS Firm BIS illustrates, however, sometimes unofficial pressure is added, 
making early retirement a euphemism for s.-verance.. 
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Summary 



This section began with a distillation of the essential ingredients 
of these retirement plans. Those plans most effective in inducing early 
retirements were obviously the ones which paid the largest bonuses to persons 
who w<«ild quit. They were, in our opinion, also the schemes which were more 
carefully administered and the ones designed to respond to particular organx- 
zational goals. 



FOOTNOTES 



^Micchell Meyer and Harlsmd Pox, Sarly Retirement Programs (New 
York: The Conference Board, 1971), pp. 1-2. 
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3. EARLY RETIREMENT IN ACADEMIA 

. in an effort ro redress some of the problems of the steady state, , 
a number of colleges and universities have initiated increased-benef its 
early faculty retirement plans. More than t-.o dozen institutions have . 
early retirement schemes that provide (in some circumstances at least) a 
supplement for income lost when a person retires early. 

Although imany institutions have had early retirement plans for . 
decades, these generally were options to retire early with a reduced ^nuity. 
until recently, few institutions bad made provisions for increases in early 
retirement annuities to permit or even encourage persons to retire before 
the mandatory age. During the growth years of the 1950s and 1960s, few 
institutions had reason to consider ways in which to cause employees .o 
retire early; they were having a'^difeficult time recruiting and retaining 
empl6yeesi Some institutions that had mandatory retirement provisions 
also had arrangements whereby over-age employees could be rehired on a 
year to year basis. ^ Most persons who wanted to stay on after mandator^r. 
retirement were permitted to do so. Besides, at many institutions, mandatory 
retirement was as high as age 70. Some institutions still have age 70 as 
the mandatory retirement age, and a few permit extensions beyond mandatory 
.retirement, but in recent years the trend has been toward lower mandatory 
retirement ages and fewer extensions beyond the mandatory age. The-reduc- 
tion in the retirement age in academia is consistent with the reduction 
experienced in the economy as a whole,'^ However, retirement ages xn 
academia are still generally higher than those in indu'st^, and a retirement 
considered "early" in academia might be considered "late" elsewhere. 

in the early 1970s, Teachers .Insurance and Annuity Association 
of An^erica-College Retirement Equity iund (TIAA-CREF), began to . receive 
in'creased inouiries about early retirement. In 1572, TIAA-CHEE prepared a 
document outlining a variety of provisions intended to supplement benefits 
for early retirees. These. provisions were designed to make early retire- 
ment more attractive and t. give the institutions more flexibility in 
adjusting to staffing needs.,, '^en TIAA-CREE published its brochure, a nu..:e 
of institutions had i.-^creased-benefits early retirement schemes. 
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In late 1972, TIAA-CREI sent a questionnaire to the business 
offices of 2,533 institutions seeking information about their early retire- 
ment practices. The questionnaire asked afcjout the provision of seversmce 

pay, gradual reductions in work loads, supplemental monthly retirement 

o 

income, plus other benefits designed to encourage early retirements. They 
had a 51% response, and among the 1,294 institutions responding, over 50 
reported providing some type of severance payment — including l^p sum pay- 
ments, a year's salary, a percentage of accrued sick leave, or a contribution 
to the pension fund to bring the early retirement annuity up to the amount 
that would hr-ive been received at mandatory retirement. 

A reduced work load option was reported by 44 institutions. This 
alternative was being used both as an incentive to phase into early retirement 
smd as a way to supplement the incomes of persons retiring early at reduced 
benefit rates. Some institutions also provided all or partial fringe 
benefits afj part pf this option, including continued contributions to the 
pension fund until the mandatory retirement age. 

Twenty-nine colleges reported programs that provided supplemental 
monthly retirement incomes for early retirees. Benefits (beyond those the 
eariy retirees would receive ajiyway) were provided by payments from current 
operating funds, through payments of additional premiums to individual 
annuities, through group annuity arrsmgements, and through special retire- 
ment funds and reserves. Other types of incentives included continued 
payment into Social Security, payment of health aftd life insurance premiums, 
and payment of pension fund contributions^ until the mandatory retirement age. 

About the sane time that TIAA-CREF administered its early retirement 

survey, the Office of Institutional Analysis at the University of Virginia 

did a similar survey of the 48 member institutions of the Association of 

7 

American Universities. The results were similar, but the University of 
Virginia study also reported about the plans of institutions then without 
early retirement arrangements and about chsmges in existing plans. The 
study uncovered plans for reducing the mandatory retirement age toward 65 
in about half of the institutions, and half of the institutions either 
already had, or were intending to implement, incentive-based early retire- 
ment plans. 
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A follow-up survey of the University of Virginia sample was con- 
ducted during 1975 by the Office of Institutional Scudias at the University 
of Southern Calif oniia.^ This survey found that early retirement plans in 
universities had not changed much since the University of Virginia study 
had been conducted. The planned lowering of the madatory retirement age 
at three institutions had taken place, while some of the sair.ple institutions 
wGr« still considering changes in their, early retirement plans, few changes 
had been laade. Four universities (Kansas, North Carolina, Pennsylvania and 
Princeton) had added early retirement programs, but eight either had dropped 
their early retirement plans or were using them sporadically (Clark, Cornell, 
Harvard, Iowa, Iowa State, McGill, Ohio State, and Texas). Unfortunately, 
the reporting institutions were able to provide little information about 
the effectiveness of their early retirement programs. Either they had 
not kept adequate records or their plans had been in operation only a short 
while. 

Other schemes were reported, including the cash severa.nce pay 
option, either a lump-sum or a tLme-serieS payment. While this alternative 
apparently has been used on an ad hoc basis, it could be formalized, with 
the severance payment related to years of service or years remaining until 
mandatory retirement. The payment might be a percentage of annual salary. 
If the severance payments were made over a period of time, contributions 
to the employee's annuity program might also be made. Since a large lump- 
sum payment could result in a large tax obligation, the severance payment 
could be made to the employee ' siannuity ^nd thus spread tax payments over 
the employee's retirement years. 

Phasing into retirement through part-time employment was also 
discussed, under this option, contributions to the employee's annuity 
would be continued at his full-time salary level so that the retirement 

income, would be the" sair.e as that expected before switching to part-time . 

^amployment. 

Another scheme was proposed where the early retirement suppleme.-.t 
.^uld be provided persons retiring at least five yeai^s early and calculated 
in a manner that provided the largest supplement to persons retiring the 
-arUest. Under this option, the annual lifetime supplement would be equal 
to a percentage of the early retiree's annual salary at early retirement 
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for each year of service credit tia^es the number of years between the early 
and mandatory retirement ages. 

These existing surveys provide sufficient data about the bulk of 
current early retirement plans in academia. Our interest in discovering 
the essential ingredients of incentive early retirement schemes led us to 
investigate in more detail the several plans in academia that have been 
successfully used to retire a number of faculty members before the mamdatory 
age. 

The five university plans we examined in detail are outlined in 
the following pages. In Chapter 6, we analyze the experiences of retirees 
under these schemes and the schemes of two business firms. 

Institution Al 

Until recently, early retirement at this institution was accom- 
plished through an informal program. There were no precise regulations 
concerning the eligibility age for early retirement or the number of years 
of service required. The faculty member retiring early received approxi- 
mately 75% of the annuity which he would have received at age 65, the normal 
retirement age. The cost of the supplemental annuity^ averaged about one- 
third the total salary, plus employee benefits which would have been paid 
to the individual had he remained on the faculty until age 6'5. Complex, 
individualized calculations were required to determine the amount of the 
annuity, which was dependent on the amount of the projected annuity at 
early retirement. 

Recently, a standardized formula has been developed to simplify 
the calculation. It has been decided to offer the standardized early 
retirement annuity to staff members who will be at least 60 years of age 
and will have at least 20 years of service by July 1, 1977, with at least 
10 years as a member of the retirement plan for staff members. The offer 
is being made only for early retirements to be effective either July 1/ 1977; 
January 1, 1978; or July 1, 1978. The supi lemental annuities will be 
purchased outside the regular retirement plan on a single-life basis with 
no spouse's benefit. The informal program for faculty early retirement 
will be continued for individuals in the age range from 55 to 60. Under 
both the formal and the informal program, the only restriction on employment 
is that the early retiree may not be reemployed at the university. 

38 
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This university formalized its incentive' early retirement plan for 
a variety of reasons: to provide an option for long-service employees who 
would other-rfise be laid off; to provide long-ser-zice pensions for senior 
faculty and staff who wanted to retire for personal reasons; and to encour- 
age marginal performers to retire. 

Institution ft2 ^ 
At Institution A2, where the mandatory retiremi,nt age is 70, a 
faculty member may retire at any age between 65 and 70, and the early 
.retirement benefit paid is equal to that which he would have received had 
he waited to retire until age 70, without a salary change. During the 
early retirement years, he receives benefit payments directly from the 
university, and the university makes full contributions to his annuity. 
When he reaches age 70, the university contributions cease, and the reti'ree 
begins to draw his annuity. Eligibility is limited to employees with at 
least 20 years of service and 18 years of retirement-plan participation. 

under the terms of the early retirement plan, any retiree who 
"resumes gainful emploi-menf at the university or elsewhere while he is 
still receiving interim benefits directly from the university (i.e., prior 
to age 70) will forfeit those benefits as long as he is employed,. There - 
seems to be no standard interpretation, however, of what constitutes , 
"gainful employment." 

This university launched its early retirement plan two decades 
ago when it realized some people were reaching the mandatory retirement 
age with salaries which were too low to provide for an adequate retirement 
pension. Although age 65 had been intended as the "normal" retirement age, 
most people could n- c afford to retire before the compulsory age of 70. 
The university was concerned that it was penalizing long-service employees, 
so it devised what iraght be called a career-service supplement. The plan 
does have an element of inducement, bu. most people see it as a bonus for 
20 years of service. 

Institution A3« 

The scheme at this university involves early retirement olus 
oart-time employment. It requires the consent of boch the university (at 
several levels) and the L.dividual faculty member, '."hen a profe..sor decices 
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to retire early, he receives the actuarial equivalent of the benefits due 
him under the normal early retirement program; these reduced benefits are 
supplemented l?y an amhuity .purchased by the university to gp into effect" 
at the mandatory retirement age (age 67). At age 67, the early retiree 
thus receives an annuity equal to that which he would have received had 
he remained employed until the mandatory retirement age but had he not 
received salary increases during that period. In order to supplement his 
income during the period between early retirement and .mandatory retirement, 
the retiree is provided part-time employment to equal the supplemental 
annuilry he will receive at age 67. . 

Institution A4 

— ■ I 

The plan at this institution was a response to^e realization ^ 
that the high proportion of tenured faculty members severely restricted" 
the institution.' s ability to maintain an influx of new academics. An early 
retirement plan was seen as a way to increase the turnover rate of faculty 
positions. 

The plan was based upon the premise that early retirement: should 
be open to all older faculty members, at their own initiative, rather than 
being offered on an ad hoc basi.s to persons somehow identified as less 
productive. The designers of t.he plan reasoned that the best candidates 
for early retirement were t.hose persons with lower than average salaries 
(compared with their colleagues in similar age atid length of service groups) . 
Thus, the plan calculates one's early retirament benefit on the basis c;f 
the median earnings for one's age and service category. The plan's designers 
argued that this would give a greater incentive to retire to the low-salarie-^ 
employees. Although the plan has been in operation for several years, it 
has encouraged only a few persons to retire. The recent escalation in 
inflation rates seems to have been a major deterrent to acceptance of early 
retirement across the country, as well as at this university. 

Institution A5 

The mandatory retirement age at Institution A5 is 70. In 1971, 
however, an "accelerated retirement program" was ijnplemented, not so much 
as a way to encourage people to retire early but as a means of supplementing 
the inadequate pensions that were being received by some retirees. The 
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program was first proposed in the facuTty senate. The. senate resolution 
(of November 20, 1970) reads: 

WHEREAS, it is desirable that all faculty members be financially 
able to retire at age 65, 

AND, it is desirable that faculty meiabers be encouraged to 
voluntarily fix a date for .retirement sufficiently in advance 
as to permit effective retirement planning, 

AND, it is desirable that chairmen and deams be cible to plan 
for replacement of retiring faculty members, 

, THEREFORE BE IT RESOLVED, that the Senate recommends change of 
the plan for contributions to the TIAA-CREF annuity in order to 
provide that after his 35th birthday and after submission of a 
letter to the University indicating, the date of his retirement « -w 
•m- -Tw liot y^Bft thcul the . end of th^"*' adad<:aic- ^ear nearest his 65th 

birthday, a faculty member may increase his TIAA-CREF contribution 
from 7«:% to 10% to be matched by a like contribution by the 
University, with the understanding that there will be no further 
University contributions after the scheduled retirement date, 
even though the faculty member may elect to sxtend his service 
past the indicated retirement date. 

This original resolution also contained a provision for increased contri- 
butions to the retirement fund for persons who had already turned 56. In 
some ca^s, the increased contributions would be made until the normal 
- retirement at age 70. Lacer changes in the provisions of the option permit 
an employee to accelerate contributions to his annuity program during any 
ten-year period between ages 52 and 63, but not beyond age 65, 

There is some coni-ision about the purpose of the option. 
Clearly a primary factor which led to its development was the concern for 
faculty members retiring on inadequate pensions or else remaining on the 
faculty until an advanced age because they could not afford to retire. 
But the scheme is also seen by some as a way to encourage less productive 
faculty members zo retire early. 

This program is unusual in that it requires the participating 
faculty member to "fi.x" his retireme.it date ten years in advance. However, 
the faculty member may elect to stay on past t.hat date entirely at his o'^ 
option (i.e., no university consent is required.) The only change is that 
no further university contributions will be made to his annuity program. 
The faculty member receives a notice to that effect, cut there is absolutely 
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no "red tape" involved in staying on rather than reiiiring* If a person does 
retire and begin drawing his annuity, there is nd restriction on employment 
at the university o:; elsewhere ♦ 

Over 400 faculty metnbers have opted for the accelerated retirement 
program, but as of July 1, 1977 only 90 had reachad their specified retire- 

' ment dates ♦ In the last several years, it is estimated that about one-third 
of those who have reached their retirement dates are continuing to work in 
their university positions, although they may ' e w^r^iing part-time or for 
only an extra year. The fact that no attempt has been made to track partici- 
pants in the program to see whether they do indeed retire says something 
about: the ext:ent to which this program is perceived as a mesms for encoura- 

^ (ring early retirement ♦ 

Institution a6 

Over the years. Institution A6 has increased its contribution to 
the faculty and administration retirement plan from 5% to 10%« About four 
yeaors ago, it decided to contribute 15% to the plan for persons who had 
reached a^e 52. This decision was the result of at least three factors: 
(1) some persons were retiring after long service with a minimal retirement 
income; (2) some long-term -employees were concerned that they had to retire 
soon on an inadequate income; and (3) some said they wished it were finan- 
cially feasible for them to retire before age 68, the normal retirement^ 
age* 

About two years ago, the Dean of the Faculty and the Vice President 
for Business and Finance discussed tne possibility of an early retirement 
option and determined that it would be possible in some instances to make 
early retirement attractive for those who desired it* By paying a lump 
sum to TIAA-CHEF, the university could purchase an additional monthly 
retirement income for the early retiree* In seme cases, it would be 
possible to buy the equivalent of an age 68 retirement at age 65 or 66 
for less than the equivalent of a full year's salary. This is how the 
option worked in the case of Professor X, as told by the Dean of the 
Faculty arid the Vice President for Business and Finance; 

Professor X is 62 years old, he has taught at the University 
for more than twenty years and has taken advantage of the normal 
TIAA-CKEF matching contributions toward his retirement* During 
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the last ten years (since he was 52) the University has contributed 
15% of his salary and he has contributed 5%. He realizes that his 
retirement income will be increased each year he continues to work 
for the University, both by virtue of his continuing high level 
payments into the retirement prccram and by virtue of his making 
fewer years demand upon his csimulative retirement benefits. 
Professor X, however, is growing tired of students and finds his 
research and scholarly interests wani.ng. Though he loves the _ 
University dearly, he would perhaps prefer to spend more tune vith 
his wife and grandchildren. The Dean of the Faculty discovered 
this to be his attitude as he interviewed each faculty member over 
age 60. The Dean made clear to Professor X that if he wished to_ 
retire earlier than the normal retirement age of 68, the University 
woulcJ attemot to help him reduce the economic penalty he would 
incur by th^t decision. In short, the University did not believe 
that he should continue his employment for economic reasons, alone 
aind that insofar as it was economically possible, the University 
would try to remove Ihe economic incentive foi: pontLnued work. 
Professor X said that he would like to explore the* possi^iiity 
and he consulted with the Vice President _ for Business and Finance 
to review his particular economic situation. 

The Vice President for Business and Finance asked Professor X to 
review his financial situation and to estL-nate the amount of income 
he believed he would n'eed to support him during retirement. The 
Vice President helped Professor X to estimate the probable retire- 
ment income from all sources and calculated the possible impact 
on that retirement income of Professor X retiring at different 
ages. The Vice President for Business and Finance wrote to TIAA 
and asked them to deter:nine how large a contribution to Professor 
X's TI.AA-CHEF account would be necessary to guarantee the retirement 
income required, TIAA-CREF advised the Vice President that a pontri- 
bution of $25,000 before July of the year Professor X was 62 years 
old would orovide him with the needed retirement income beginning 
in June of" the year he was 64 years old. In fact, it would be 
possible for Professor X to retire at 64 with the same monthly ^ 
income he would receive at ace 63. His total retirement income, 
. which is non-taxable for the most part, would not be substantially 
less than his take home salary now. . . 

The Vice President for -Business and Finance calculated that ati 
P'-ofessor X's expected level of compensation, about $25,000 per 
year, o^ofessor X '-rauld cost the University 5100,000 if he cnose 
to continue his employment from age 64 to 68. A replacement .or 
P-o^essor X at the assistant professor level would cost the - 
University about $12,000 per year, or less than $50,000 =or tne 
same four years. The savings to^the University .would se o30,000 
less the $25,000 oaid- Prof essor X's ri?A-C?Z? account cr a. -net,^ - 
of $25,000 over the next several years. It was clearly -in every- 
one ' s interest to make the payment to TIAA-CREF in 'return for a 
le*-*<»r ''rom Professor X resigning as of June of nis 64tn year 
and this arrangement was mads by an exchange of letters cetween 
Professor X and the Dean and a payment to TI.AA-C.REF, 
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This increased-benefits early retirement option was never formalized 
at Institution A6; in fact, it has been offered to only i few individuals. 
Currently, it is not being promoted or discussed on campus. 
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FOOTNOTES 



^In a recent: survey of fifty uiajor universities that are members 
of the Association of American Universities, plus Williams and Dartmo-uth, 
the following twelve institutions provided some supplement for income lost 
because of early retirement: Michigan, Minnesota, Stanford, Toronto, 
Wisconsin, Williams. California, Dartmouth, Illinois, Indiana, Oregon and 
Washington. In addition, Princeton provides contributions to the rp-tireiaent 
fund for a pre-determined period to build up an employee's early retirement 
annuity. See: Tincher, 1976. A number of institutions not in the above 
sample also have increased-benef its early retirement plans. See: Tpichers 
Insurance and Annuity Association of America-College Retirement Equities 
Fund, "Survey Early Retirement Practices of Colleges and Universities," 
mimeographed (New York: TIAA-CREF, 1973); Kans H. Jenny, Early Retirement,, 
A N ew Issue in Higher Education; The Financial Con sequences of Early Retire- 

(n4w York: TIAA-CREF," 1974); Stanford University, The Faculty Early 
ii^rement Program (Standford, California: 1973); Subcommittee on E^rly 
Retirement, "An Early Retirement Plan for the University of Colorado," 
mimeographed (Boulder, Colorado: University of Colorado, 1974); Senate 
Committee on Faculty Benefits, "A Voluntary Prqgram for Early Retirement, 
mimeograohed (Urbana, Illinois: University of Illinois, 1973); and Herbert 
E. Coolidge and Alton L. Taylor, "Considerations for Faculty Retirement 
Policies in a Steady-State Condition: A Report to the Provost," min^eographed 
(Charlottesville, Virginia: University of Virginia, Office of. Insti^'tutional 
Analysis, June 1973). ' 

^Some institutions have had flexible-age retirement plans that 
oe>Tait extensions bevond the stated normal or base retirement age. Ace_ 
65" is the most often" used base age, and 70 is usually the mandatory retire- 
ment age- When collece faculties were 'expanding, these plans permitted 
persons to be flexible about when to retire. Now that college faculties 
•have stooped growing, many flexible-age plans have become fixed-age plans 
since extension^ beyond the base "year are not being permitted. For an 
overview of flexible-age plans, see: Irancis P. King, "Retirement-Age 
E'.-perience Under Flexible-Age Retirement plans, 1930-1970," AAU? Bulletin, 
vol. 56 no. 1 exarch 1970), pp, 14-19. 

■^Coolidge. and Taylor, 1973; and Tincher, 1976. 

'^The United States has experienced a long-term trend to earlier 
retiremerfts. In 1947 90% of males aged 55 to 64 and 48% of those aged 
65 and above were employed. 3y 1954 these figures declined to 39% and 
41% -esoectively, and by 1964 to 85% and 28%. In 1974 they were 77% and 
22* resoectively. Manpower Report of the President (Washington, D. w.: 
U. S. Government Printing Office, 1975), Table A-2, p. 20d. 

^TIAA-CREF, 1972. This bulletin was' also published as : William 
T Slate", "Earl V* Retirement: Some Questions and Seme Options," Journal 
of Higher Educacicn, vol. 53, .^o. 3 (October 1972), pp. -559-560. 



^TIAA-CREF, 1973 
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"^Coolidgs and Taylor, 1973 • 

®When New York University was faced with near financial collapse, 
it took a number of actions, including selling one of its two campuses, 
consolidating its two liberal arts schools, and terminating 200 of its 
2,200 faculty members. It also lowered the mandatory retirement age from 
68 to 65. To coiinji^er faculty ocposix-ion, increased retirement benefits 
were provided. The saving was estimated at more than $2 million a year. 
Roger M. Williams, ^'Back from the Brink at Washington Square," Saturday 
Review/World , June 29, 1974, pp. 34-36. 

\incher, 1976 . ' 

^^Ibid. , especially^ p- 12, 
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4* MID-CAHZER CKAMGS IN INDUSTRY' AMD ACADSMIA 

' / J ' ^ 

Departure from a job before the nor:nal ret:iren\ent age for the 
general population (around age c5) is often a carser-^change phenomenon, 
even when, as in the military, it is called '*rsti.reiaent . " As ^ response 
to the steady state in colleges and universities, career change is thus 
an option which can be used both in conjunction with early retirement and 
as an avenue for freeing positions in colleges and universities. 

. A substantial proportion of this career change will be involuntary, 
affecting academics who do not have tenure and who are let go before attain- 
ing that, status. This, of course, is not a new phenomenon; even in the 
sriod of higher education, some proportion of those V/ho did not 
attcbiu>£anure chose to leave acaderrd.c life rather than opt for a position 
in a different institution. 

Now that the golden days are over and the competition for employ- 
ment is severe, both in and out of the academic world, a great deal of 
attention is being directed at issues of career development and career 
change. Change magazine recently issued a booklet entitled "A Guide to 
Career Alternatives for AcadtJiics. Its opening sentences demonstrate 
that it is the untenured fecu3.cy i.;3mber who is addressed: 

A growLng number of teachers and administrators in higher 
education are currently searching for alternative careers. 
* The reasons are many. A depressed economy, changing demo- 
graphic patterns, reduced college budgets and enrollments 
all force many academics to career alternatives • 

The focus of the present: project and report is different. Although 
it has its- origins in the same Jieaation that has necessitated career change 
for junior academics, our intent: has been to locate programs of career change 
for tenured faculty. Such programs would serve to stimulate and facili::ate 
career change among persons who are r.ot constrained to nove to another 
career by the threat of unemployment. 

It is clear that "^he formal employment security of tenured 
academics outs thern in an almost unique position. Thus it is hardly sur- 
prising that the literature on career chance and career mobility conta:.ns 
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6ractic*aily no information on programs for this group : In a prior study 
"(sponsored by the National Science Foundation) of "mid-life career redirec- 
tion," most of the programs described* are relevant only for blue-collar 
and lower-level white-collar occupations.^ One significant career-change 
endeavor is encountered at an occupational and educational level comparable 
to that of college professors, but it deals with a non-comparable occurrence: 
the massive lay-off of engineers and scientists when Government-financed 
aerospace efforts were cut back. In any event, the principal finding from 
a study of programs to assist these engineers and scientists is relevant: 
retraining programs failed as vehicles for career change and reemployment; 
information services which directed individuals to alternative job oppor- 
tunities were jnqre effective.^ This is similar to our own finding: programs 
which bring academics in touch with alternative careers are more likely to ' 
effect career change than are overt efforts to en<^ourage such change. Our 
finding, of course, is in the context of tenured faculty under no constraint 
to change careers. 

A program which formally combines early retirement with career 
retraining exists for air traffic controllers who are employed by the FeG-ral 
Aviation Administration. Because of the stressful nature of their work and 
the extreme consequences of their errors, the law makes provision for their 
removal for "operational or medical" reasons and for retirement at age 56. 
The lav also provides for retraining for a second career (generally expected 
to be in government service) , with up to two iyears of full-time training 
at full pay and reimbursement of educational [expenses. Since this program 
is relatively new, there is not a great deal, of experience with the place- 
ment of retrainees. However, at least one ii^terested obser-^er clai^ms that 
the placement record for retrainees has been'jPoor, 

Industry Experience 
The experience of private industry W?.th career retraining has 
been well documented in the volumes cited abov^,.^ During the course of 
the present study, we attempted to cover the te^ain once more, but with 
exclusive -attention to the retraining of highly Educated, high-level 
technical, or managerial personnel-persons who ocVupy positions that could 
be considered comparable, in industry, to those hdid by faculty members in 
' acadsmia. We failed to find any career re toraining" programs for persons 
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at this level. 

It appears that there is little incentive for industry to retrain 
persons who have attained relatively high positions in a firoi. If they 
becooe superfi^ous through obsolescence of their knowledge or the erosion 
of their cr%atiA.ty and energy, they are dealt with in the more traditional 
ways: teminatedXretired early, or, if the firoi is well-off or has a 
"full-employment" policy, moved to a slot in which they can do no harm uncil 
such time as they are eligible for regular or early retirement. 

This is not to say that there are not training programs for highly 
placed personnel. Cn the contrary, some firms, especially in high-technology 
industries, have extensive programs, both in-house and through universities. 
But these are invariably upgrading programs, throdgh which highly valued 
employees are made conversant with state-of-the-art developments in their 
own or related fields, in order to assure their continued value to the .firm. 

These generalizations stem from our contacts with all of "the firms 
listed above in our discussion of early retirement options plus United 
Airlines, American Airlines, ?.CK, Lloyds Bank (Los Angeles), ^d Bo-^i.ng 
iU.rcraft. In addition, an overview of the entire training effort in business 
and industry was supplied by, Mr. ?^bert Craig of the American Society for 
Training and Development. 

Academic Experience 
We began the present investigation expecting to find few, if any,- 
fonnal career retraining programs for academics. We reasoned that Lnstitu- 
tions had little incentive to get involved in retraining junior faculty 
members, whose contracts they could merely noc renew, or tenured faculty, 
few of whom could be expected to give up secure positions in a contracting 
job market.^ Furthermore, we know that a substantial minority of academics - 
has always moved easily between academic and non-academic settings. Industry, 
government, philanthropic institutions, and non-academic research organiza- 
tions regularly e.xperience a two-way movement of personnel between their 
institutions and colleges and universities. Those who make these moves 
either recuire no retraining-cecausa they already possess the requisite 
skills for operating in the new envir=nment-or are sufficiently sophisticated 
about educacionai opcortmities to acquire .new skills without ..third-carry 
intef/ention . 
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Our expectations were confirmed by our failure to turn up any 

* 

formal retraining programs directed at the retraining of tenured faculty for 
different substantive areas or different work situations. However, our 
search did reveal the existence of two rather different types of programs 
which are relevant to our interests: 

• internship and fellowhip programs, which are manifestly 
intended to achieve goals other than career change, but 
which as a by-product lead to career change for some of 
the participants; and 

p programs which retrain academics for continued acadejrnic 
work in a different specialty or discipline. 

Internship and fellowship programs will receive only cursory coverage in 
the present report, since they were initially outside the scope of work 
envisioned for this project. P^dditional work on the subject is being 
undertaken, however, since progrcuns of this kind appear to achieve the 
ends, albeit inadvertently, of career chance among tenured faculty. 
Retraining programs will be discussed in detail. Only a few such programs 
presently exist, although several are in the plsmning stage. 

Internship and fellowship programs 

A number of opportunities exist for professors on leave of absence 
to experiment with new kinc^s of work in new settings. Though the programs 
•which support these activities are seldom manifestly directed toward 
career change as a goal (their overt goals are the enrichment of the pro- 
fessor* s experience and capabilities or those of the host organization) , 
a -substantial minority of recipients are known to remain with the organiza- 
tions in which they were placed or with similar organizations outside the 
academic world. Examples of such programs are the Economic Policy Fellow- 
ships of the Brookings Institution and the Congressional Science and 

Engineerinc rellowshio Program of the American Association for the Advance- 

8 

ment of Science (AAAS) . Other programs also exist. 

Because such programs are not intended directly to effect career 
change, they were not originally included in the present investigation. 
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A cursory look at some of them revealed, however, a significant career chance 
impact, even ainong tenured faculty participants. For excinple, among acadenics 
who participated in the Congressional Science and Engineering Fellowship 
program of the AAAS during the academic years 1973-74, 1974-75 and 1975-76 
(approximately 30 people) , almost half have remained in non-academic, public 
policy positions. (Exact figures are not available at present, because of 
definitional oroblems and the need to ascertain the probable stability of 
a decision, ) 

Without further research on the selection process for these 
programs (Lncluding self-selection of applicants) and the decision process 
by which participants elect career change, it is impossible to assess these 
programs* relevance to the objectives of the present investigation • It is 
nevertheless possible to speculate about the advantages and disadvantages 
which such^an approach to career change might have for the attainment of 
these objectives, 

Since these prcgraras are generally administered outside the 
institutions where professors are employed, the colleges and universities 
have little control over the selection of appropriate grantees, It is 
possible that the selection criteria used by funders and host agencies 
will be counterproductive from the perspective of an institution which 
would like to encourage career change: the former may select the most 
creative and promising candida^^^ while the latter would like to encourage 
care'er change among the least productive faculty members. If this were 
so, then only a desire to increase gross turnover among faculty members, 
or gross turnover in specific disciplines, would make it in the institution's 
interest to encourage and facilitate such trial periods of wrk in alterna- 
tive settings. 

on the other hand, it is possible that the oeople who elect to 
stay on Ln the new jcb -.ay very well be creative L-.dividu.als who, because 
of a chance in cheir interests, '^uld no longer be of as nuch value to 
their fcrr.er academic dapart.-ner.c3, even rhough -hey nay be of great value 
1-n their new ocsitions, In either case, ir is unlikely T:hat this :<i.id 
of prograin will be of .T.uch help to inscitutions in encouraging career 
change among their least-valued faculty members. 
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Retraininci programs 

A recent development is the institutional program for retraining 
of faculty members. These prograihs have emerged principally from insti- 
tutional desires to reduce or abolish selected academic programs/ while 
maintaining commitments to faculty members by retraining chem for work 
in fields which are in demand. ?dthough the program presently exists only 
in a few institutions/ it is being planned or seriously considered in a 
number of others* 

Although it is not precisely a career-change program/ because 
^ the professor continues in the same institution or system/ such retraining 
does give an institution the flexibility to reallocate resources to more 
productive use, and in a fashion which is likely to bolster the morale of 
faculty faced with the spectre of retrenchment. 

Two such pr^rams are presently operating on a scale large 

enough to make them of interest to this investigation: one is in the State 

University System of Florida/ the other is in the Pennsylvania State 

Colleges,^ Although the two programs have many similarities in operation/ 

they differ in their origins. In Florida/ t'le retraining program/ like 

the retrenchment initiatives/ originated in a central administrative office. 

In Pennsylvania/ retrenchment originated centrally/ but the retraining 

effort emerged from a complex series of interactions among the Secretary 

of Education/ the faculty collective bargaining unit, and the Pennsylvania 

State College Educational Services Trust Fund. The money which the Trust 

Ftand uses for retraining purposes came from the Commonwealth of Pennsylvania 
« 

as a result of several labor relations decisions at the arbitrator's 
level, 

A brief overview of the workings of the program in Florida can 
be acouired from the following announcer^ent provided by the Personnel and 
Faculty Relations Office of the State University -System: 

FACJLTY RETRAINING PRCGRAiH 
Background 

Recent studies project declining enrolLnents in institutions 
of higher learning across the United States for the next two 
decades. Studies by the Florida Board of Regents staff confirm 



52 74 

1 



some 



a declining rata of growth in student enrolLmencs for several 
institutions in the State University System for the nexc decade. 
Starting in 1982", the State University System as a whole will 
decline in student enrollments for the next six to eight 
years. As a first effort to diminish the impact of the pre- 
dicted steady state situation in higher education in Florida, 
the Florida Board of Regents has authorized that $45,000 out 
of the 1973-74 appropriated budget be made available for faculty 
develocment or retraining. These fu.ids will be used for the 
soeciflc purpose of aiding tenured faculty aembersin departments 
with declining student enrollments to prepare themselves in an 
academic area in which faculty manpower is needed. 



Plan 

Each university in the State qniversity System, through the 
Office of the Vice President foT Academic Affairs, will submit 
to the Chancellor's Office by 31 August 1973 a list of tenured 
faculty memoers the university wishes to sponsor for a retraining 
grant for 1973-74. The university will also submit to the Board 
curricul'Jin vitae for each candidate, the proposed field or 
study, and the university (s) the ^acuity member will attend 
during the academic year 1973-74. 

. Fifteen $3,000 retraining grants will be available for the 
entire State University System. Each grant will be used to 
nay the costs of a grantee's relocation, tuition, and other 
'^xaenses occasioned by the temporary shift back to graduate 
study. Each oerson chosen by the Board staff to receive tne 
grant will be rsrleased from all instructional and researcn 
duties for at leiast two, but not more than four quarters. Sacn 
grantee will re<:eive full compensation from his/her university 
' during the grant's duration. Each university will secure a 
signed statemen" from each candidate for a facult • retraining 
grant that he/she will return to his/her respecti^- university 
or to any one o£.toe institutions in the State University 
System following the grant period to teach for at least one 
year, or will reimburse the State University system one-nal. 
o£ his/her salar'/ and the full sum of the grant. If tne 
grantee returns to his/her university, the university will 
be obliged to relocate the grantee and his/her line to an - 
aooroDriate deiiartment if his/her new competence warrants that 
chWe. His/h^r status as a tenured faculty member will not- 
be affected, 

A -committee of three, named by the Chancellor, will be 
.resDonsible fc:r final selections of grant recipients. 
Announcemencs of grants will be made 12 September 1973. 

Since this first-year announcemenr at Florida, there has been 
decentralisation of the selection process, with the formulation of 
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campus-wide screening committees at each of the constituent institutions 
of the state system. Other provisions of the Florida program, not listed 
above , are : 

• Only tenxired faculty are eligible (appr.rently , this 
provision was waived for the first two years of the 
program so as not to discriminate against the newer 
institutions in the system) . 

• • In selected cases, the retrainee*s institution is 
given $10,000 toward the cost of a replacement ^ 
faculty member. 

d In some cases, the one-year retraining period can 
be spread over more than one acadehic year, on a 
part-time basis. 

The Pennsylvania State Colleges program operates axmost identi- 
cally, with the following differences: ^ 

• The program i^' not lijaited to tenured faculty members* 

• Heassignment of the retrained faculty member is assumed 
to be within the same institution (the Florida program 
has provision for reassignment to another institution 
in the system) . 

• Program funds which pay expenses other than the retrainee's 
regular salary are administered by a formally distinct 
entity, the "Pennsylvania State College Educational 
Services Trust." 

<' 

Our research on the two programs described above also revealed 
the following facts and issues that are important to institutions which 
would enact such a program and to individuals who would participate in it: 

Financing . Perhaps the most significant aspect of the financing 
of these programs is the fact that very little new funding is involved, 
since the major cost of the program is the retrainees' salaries, which 
continue to be paid out of regular budget lines. Though this appears to 
be a straightforv^ard solution to the funding issue, it raises other issues 
that may affect tbe willingness of campuses, schools, departments, etc., 
CO participate in the program out of their own, 'Undoubtedly limited, 
resources. On the other hand, if a position is slated for abolition, 
,' there is little loss in te.T.porarily allocating the budget line to retraining. 
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Indeed, there may be a net gain in increased morale among faculty members 
in general and within the affected departr.ent in particular. 

content of the retraining program . Retraining in these programs 
varied from retraining in an allied specialty within the same discipline 
to training for an entirely new, unrelated discipline. In some cases 
advanced degrees were earned, but this was not always a program goal. The 
content of uhe retraining program was worked out on an ad h-c basis for 
each participant. Ii\ one instance, the receiving department, with the 
consent of the retrainee, enlisted a faculty member from the same discipline 
at a respected neighboring institution to assist in designing the retraining 
program and to act as a mediator between the retrained professor and the 
receiving department. The arrangement worked well. 

Application and decision process . Both of the programs studied 
began with a centralized application and screening procedure and have 
moved to a decentralized, cainpus-based initial screening. In each case 
there was a perceived benefit in retaining some degree of local autonomy 
in the selection of participants. In both cases, however, the prerogative 
of some central authority to allocate resources and grant final approval 
of lower-level decisions has been retained. 

It is possiale under some circamstancas for systemwide, institu- 
tional, and departmental interests to differ about participation in the 
re- aining program, i'or e-xample, a department may be indifferent to the 
, decision if it is slated to lose the position in any case. An institution 
within a system may be opposed to retraining if it operates with a fi.xed 
faculty allocation (participation in retraining thus" means having some 
faculty members on leave with pay). The system's central office may favor 
the retraining because the additional costs are small and the prospect of 
increased future productivity is attractive. 

Although the programs formally receive applications on the 
initiative of interested individuals, third parties often ini-.iate the 
process by encouraging a particular individual to apply. This ■•e.-.courace.T.ent" 
sometimes has consisted of notice that one's position was to be abolished. 
Many of the Pennsylvania State Colleges participants got involved in this 



way; and, although the "retienchment" of these positions was eventually 
retracted, many of the individuals continued in their plans to retrain. 

Placement . Placement is rarely a separate process. Generally, 
candidates for retraining are selected only if a new placement, in part or 
in whole, has already been negotiated. Sometimes, however, details about 
joint appointment, courses to be taught, seniority, ere, remain to be 
decided even after the major decisions about retraining and placement have 
been made. These are potential trouble spots. When, as is true in most 
academic institutions, a person may join a department only with the consent 
of that department, some mechanism for negotiating transfers of faculty 
members net-is to be worked out. In the two programs we have studied, we 
can only say that these transfers seem to have been arranged on an ad hoc 
basis . 

The Pennsylvania State Colleges program encounters seme special 

difficxil:ties due_to the existence of both tenure and seniority, ^iid^a 

difference of opinion among the par'^_s to the collective bargaining 
agreement about the meaning of these provisions. Some maintain that they 
are identical, while others assert that tenure adheres to a faculty member '-s 
position within the institution while seniority adheres to the individual . 
within his department. The view taken has implications for the status of 
a transferring faculty member among his new departmental colleagues. 

Depending upon the position taken, such issues raise the specter 
of conflict between the interests of the retrainee and those of other 
members of the receiving department. We found that in some instances the 
matter was so difficult to resolve that the retrained faculty member 
remained formally in the old department but served either full or part-time 
in the new department, with provision for compensating each department in 
proportion to the professor's level of effort. 

Any institution considering such retraining programs -mu^t be 
sensitive to similar complications arising our of its own contractual 
arrangements with faculty members or with faculty bargaining agents. One 
should also realistically expect to encounter difficulties in the early 
stages of such a program, stemming from the disciplinary and departmental 
modes of academac organization and a perspective generally not receptive 
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to individuals crossing these lines in mid-career. Supper?:, on the other 
hand, is likely to come from the increased acceptance of zhe notion of 
"faculty development" as a lagiwinate activity of academics and their 
institutions. 

The following are selected cases of retraining from the programs 
we have studied (all names are fictitious). 

James Brown is a faculty member in the History Department. Ke 
has a Ph.D. from a major institution. Because of a drop in demand for his 
specialty, he returned to the institution f rom ^hich he received his 
doctorate to retrain and receive a master'.^ degree in the areas of speech, 
theater arts, film and communications. Originally, he had been slated to 
transfer to the English Department at his institution, but the agreement 
broke aown for some reason. Instead, Brcwn worked out an agreement with 
the communications .,Depart:r.ent whereby he would^, teach some of their speech 
courses. He still has no formal agreement with the Communications Department 
and is officially still in the History Departi^ent , while teaching courses in 
speech. He hopes, ultimately, to transfer formally to the Comunications * 
Department. 

Robert Smith is a mathematics Ph.D. whose department was forced 
to cut back on faculty. He decided to pursue further studies; in computer 
science which had been an interest and which he saw as a %rowth area. He 
negotiated an agreement with the Computer Science Department and then 
arranged to -spend five months at the institution from which he had received 
his Ph.D. He did not enroll as a degree ca.ididate, but was a kind of 
"scholar in residence." This permitted him a greater freedom inN:ourse 
selection than formal student status would have allowed. He now teach^. 
computer science courses aLmost exclusively. 

William Johnson was a full professor in the History Department, 
when enrollments had been declini.-:g. As an undergradua-.e years before, he 
had majored in chemistry but "nad be'en forced to leave the field because a 
lung ailment crohibited laboratory work. I.nStead he we.-, into history and 
maintaLned an interest in the histor/ of science. His interest in chemistry 
^ to Johnson's dean who was exoiced both about retraining ^and about 
isciplinary approaches zc education. The dean was looking :or a 
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spectacular success story in retraining that he .might use both in negotia- 
tions with the statewide administration and with departments at his own 
institution. He believed that Johnson could provide that success and 
approac^ed him with the idea of retraining into chemistry (the lung ailment 
was no longer a problem) . Johnson agreed and embarked upon a one-year 
course of study leading to a master's degree in chemistry. He also 
negotiated an agreement with the Chemistry Department whereby he would 
teach a number of introductory courses for them. 

Albert Green was a senior faculty member in the Modern Language 
Department. Even before his system formally undertook a retraining program, 
he saw the handwriting on the wall; fearing a significant retrenchment in 
his departn»e.nt, he resolved to acquire new competencies. Kis background in 
linguistics and philology and his nodern language skills led to an interest 
in the interculturak.aspects of coitiinuni cation. For one year he pursued 
advanced part-time studies in communications, and he has since transferred 
to the Communications Department at his institution. 
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FOOTNOTES 



^Ana'L. Zambrano and Alan D. Entine, "A Guide to Career Alterna- 
tives for Academics/' New Rochelle, M.Y,, Change Magazine Press, 1976. 

^Anthony K. Pascal, et al, An Evaluation o£ Policy -Related 
Research cn Programs for Mid-Life Career Redirection , 2 vols. Santa Monica, 
California, Rand Corp./ 1975. 
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Pascal, et al. Vol. 2, pp. 140-144. 

^M. J. FOX, Jr. and S. G. Lanibert, "Air Traffic Controllers: 
Struggle for Recognition and Second Careers," ?i.iblic Pers onnel Management, 
Vol. 3, Mo. 3 (M.ay-oune 1974) pp. 75-80. 

^Personal coirjuunication from Mr. Michael Simons of the Professional 
Ai'- Traffic Controllers Association. It should also be noted that the FAA 
:fiai^.underta:<eTi woxk air-ed :a.t counseling recrair.ees and studying the 
dynamics of the career change process. 

g • 
Pascal, e*: al. 

^One could argue that a humane response to the plight of ju.nior 
faculty who could not e^ect to get tenure or to find non-academic jobs 
without assistance might engender more active institutional concern.^ We 
surmise, however, that failure to so respond is due not only to the fiscal 
stringencies to which colleges and universities are now suc^ect, but also 
to a peculiar normative situation: the "up or out" tradition of academic 
career orogression makes it easy to attribute failure to attain te.iure to 
the individual acade.'rdc: since seme continue to be oromoced, t.ie others 
must be less deserving. 

^'or listings of such orograins see the following: A Selected 
List of Manor Fellowship Cr)porf . inities and Aids to Advanced -ducation for 
United States Citize ns, Washington, B.C.: National Researcn Council , _197o; 
A Directo r/ of Public Service Internships; Cooortunities ror the Gracuate, 
Post Graduate and .Mid Career Professiona^l , Washi.ngton, D.C.: Nationa. 
Center for Public Ser-rice I.nterr.ship Programs, 1976. 

^More accuratelv, this would be "the Pe.msylvania State Collages 
and University" si.nce one or the 14 institutions (I.idiana "niversity oz 
?e.msylvania) has the "university" title. 
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^'information about the Florida and Pennsylvania retraining 
programs can be obtained from the following: 
Mr. Fred Vallianos 

Office of Personnel and Faculty P.elations 
State University System of Florida 
107 W. Gaines Street 
Tallahassee, Florida 32304 

Professor Theodore J. Walwik 

Pennsylvania Stare College Educational Services Trust 
Slippery Rock State College 
Slippery Rock, Pennsylvania 16057 
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5. EARLY RETIREMEMT AND MID-CAHEER CHANGE 
IN THE FEDERAL GCVER^^ME^^T* 



The Civil Service 



The Civil Service Ketirsment and Disability Fund includes nearly 
all civilian sniployees (all aopoincive and elective officers and employees 
in or under the executive, judicial and legislative branches of the United 
States "Government and in the municipal government of the District of Colum- 
bia). Postal Service enployees are also covered by the Civil Service 

retirement svstem and its regulations."^ In 1976 almost: 1.5 million people 

2 

were drawing Civil Service retirement benefits. 

In 1920, when the Civil Service Retirement Act became law, there 
was an abundance of superannuated employees. Many were in their eighties and 
nineties/ At that time the goal of the newly formed retirement system was 
•'to remove the aged and the disabled frcm Covemmenc's active work force, 
and to do this, in a socially acceptable way."*^ Although this is still the 
fxandamental objective of the retirement program, and although the system does 
not contain an incentive early retirement aspect. Civil Service employees 
have shown a tendency toward earlier term.ination. The average retirement ace 
dropped from 61.2 in 1964 to 58.1 in 1974. At the sanie time average years 
of service rose from 22.4 to 26.1 years. There has been a marked increase 
in involuntary retirements at young ages (with reduced annuities) , during the 
past ten years, and there has only been a negligible number of mandator-/ re- 
tirements at age 70 with 15 years of service.^ 

An employee must fulfill certain conditions before he is eligible 
for what the Civil Service retirement system tjsrms "optional retirement." 
for the first type of earlier retirement, he must meet one of three minimum 
conditfions of age and service: 

age 62 with "5 years of service; 

^ age 60 with 20 years of service; or 

^' . 6 

# age 55 with 30 years or ser^/ice. 
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Having qualified in one of these categories, the employee's annuity is then 
determined in the regular manner, the'amount depending primarily upon length 
of service and average pay during the three highest salary years ♦ 

As mentioned earlier, an employee me^ also retire involuntarily ♦ 
Involuntary retirement can occur when the agency is making a major cut in 
force, when a particular position is dissolved, or when an office or agency 
is liquidated."^ In any of ^.hese situations the annuity is reduced' by 1/6 
of 1% for each full nonth (2% a year) the employee is under .^ge 55. \ Early, 
.optional retirement is also available for employees whose dui:ies are ^ in law 
enforcement, f iref ighting, and air traffic control. These people can. renire 
without reduction under age 55 after they have met certain specific require- 
ments. 

Retirement due to disability is another type of retirement that may 

take place at a younger age if an employee becomes totally disabled and is 

unable to satisfactorily and efficiently perform the duties, of the position 

he occupies. He must also have completed at least ^ive years of civilian 

;e>-vice. In order to take advantage of this provision it is not necessary^ 

— '8 
to prove that the applicant is disabled for ail kinds of work. 

At the request of the Subcomnittee on Retirement of the Senate Coir.- 
- mittee on Post Office and Civil Service, a survey was conducted in 1964 of 
still living Civil Service annuitants who had retired in 1956, 1959 and 1962 
under the "55-30" optional retirement provision. (A search of the literature 
has not uncovered a more recent survey. ) A total of 3,002 persons responded, 
mo^e than -a 91% return. These respondents were generally positive about their 
early retirements (68.0% responded "certainly would" and 24.1% responded "prob- 
ably would" to the question "If you had to do it over again under the same 
conditions, would you still retire when you did?").^ This favorable response 
was elicited desoite the fact that these 'people had retired with a permanent 
reduction in benefits as required at the time of tne survey. 

i There were many reasons giver, for retiring early. The most commonly 
cited was a desire to quit while there was still ti.Tie and 1 ^alth to enjoy 
retirement (22.6%). Economic reasons (a higher paying job, a better finan- 
cial situation with annuity plus outside earnings, a desire to qualify for 
Social Security) followed -with a 21.3% response. Dissa/rt^faction with job, 
working conditions and supervision received 17.9% of the responses, a.nd health 
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or,fandly reasons got 13.6%. A small nujrier (4.3%) cited organizational 
reasons that included the necessity of taking an unwanted job, being a vic- 
tim of reduction in force, or being urged by the agency to retire. In answer 
to the questicn, "Have you actually worked at something else since you re- 
tired?", 57\ 3% responded positively. Economic necessity ranked high (45%) 
as a reason for working again, and nost of the post-retirement jobs were in 
the clerical or administrative fields, wit:h u.iskill2d, semi-skillad and 
technical employment next ,mor.t frequently reported. 

The Military 

In the military, promotion and retirement are intricately bound 
together. Personnel are regularly considered for promotion from one grade 
to another. Promotion is automatic to second lieutenant (in the Army, Mari.ne 
Corps and Air Force) and ensign (in the Navy). After that poinc it becomes 
a competitive Selection Board process. In a telephone discussion, Colonel 
Alger of the Officer Personnel Management Section, Office of the Deputy Assis- 
tant Secretary for Military Personnel, Department of Defense stated, "We 
are faced with the potential of having more fully qualified people than we 
really need, so wc must go for the best qualified." If a person is noc 
promoted with::n a certain time period or n-umber of selection decisions, he 
is "separated" from the service. The common term for this is "up or out." 
The military, then, is a closed system in the sense that people are not roved 
in laterally; a person must build from the entry level. 

Military retirement is sovemed by the U.S. Code. The original 
law was passed in 1947, and there have been piecemeal chziqes since. T.he 
promotional steps or tenure points that comprise the "up or out" and other 
aspects of retirement are described in the sections or the U.S. Code that 
deal with the Army, Navy and .Marines, and Air Force. These tenure points 
aire as follows* 

Ar:ny, Air Force, Marine Corps: First Lieutenant to Captain 
Mavy: Lieutenant Junior Grade to full Lieutenant 

A person is sera -ated if he faii^- selection twice . The separation 
comoensation is received ir. a lump sum; there is no -zested interest. 
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Compensation is based on the number of years of comniissicnec service (usu- 
ally five to seven yer.rs) . 

Army, Air Force, Marine Corps: Capt:ain to Major 
Navy: Lieutenant to Lieutenant Commander 

Again an officer will be separated if he fails selection twice. 
The separation compensation^is usually received in a lump sum; there is no 
vested interest. Compensation usually is based on 10 to 14 years of com- - 
missioned, service. 

Army, Air Force, Marine Corps: Majo^ to Lieutenant Colonel 
Navy: Lieutenant Commander to Command<^r 

This selection is made around the 15th or 16th year. If an officer 
fails to be selected twice, he must be retired by his 20th or 21st year of 
commissioned service. At this point there is a guarantee of being allowed 
to remain until retirement eligibility (after 20 ysars). The pension 
received is 2^:% of base pay times the number of years of commissioned ser- 
vice. Thus at 20 years a person may receive 50% of base pay. The maximum 
is 75%. 

Army, Air Force, Marine: Corps: Lieutenant Colonel to Colonel 
Navy: Commander to Captain 

This selection is made around the 22nd year. Again, a person can 
not fail selection two times. If he does so, he must be retired by his 28th 
:)ear if he is in the Army or Air Force or by his 26th year if he is a Navy 
oA Marine Corps officer. The pension ra::e remains the same as in the third 
step, although the base pav of course will be higher. 

Army, Air Force, Marine Corps: Colonel to Brigadier General 
Navy: Captain to P^ar Admiral (lower half) 

Around his 25th career year an officer faces this selection. Army 
and Air Force officers encounter two typ^s of selection: temporary and per- 
manent. If an officer gets a temporary appointment, he must retire at 30 
years with the permanent grade of Cclont^. If he gets a permanent appoint- 
ment, he retires at 30 years service or five years in the grace, and he 
retains the grade of Brigadier C-eneral permanently. The Secretary of 



Defense, with the approval of the President, nay defer a certain n^an^ber of 
officers untiii age 60. 



Army, Air Force, Marine Corps: \gacier General to Major General 
Navy: Rear Adniral (lower half) to Rear Admiral (upper half) 

In the Navy this is a pay grade step rather than a promotional one- 
The appoincmenc to upper h,alf is automatic. Maval officers retire at 30 
years or three years in the grade, although a certain number may be deferred 
from four to five years. Marine officers are bound by law to retire if they 
do not make the grade. If they are selected, they retire at 35 years of 
service or five years in the grade. Amy and Air Force officers must also 
retire at 35 years in the grade. However, some may be deferred to age 60 
or even age 64. 

Arn\y, Air Force, Marine Corps: Maj r General to Lieutenant General and General 
Navy: Rear Admiral to Vice Admiral and Admiral 

These positions are appointive and not governed by the selection 
orocess. The President, aided by the Secretary of Defense, nomj.naces candi- 
dates who must then i^e confirmed by the Senate, All these appointments are 
temporary. An officer w.l11 onlv wear the grade while servi.ng in a particu- 
lar job ("billet") that requires it. Otherwise, an officer reverts back to 
his permanent grade. At this level. Marine Corps and Naval officers must 
retire at ace 62, although there are certain deferments to age 64. .Army and ^ 
Air Force officers retire in accordance with their permanent grade. 

There are a .number of exceptions to the above rules ail along the 
way, for' example in the case of .-nedicai personnel. 

An important point to note is that there are fewer and fewer slots 
to be filled as one goes higher in rank. Promotion opportunities become 
more difficult since there are many more qualified people than there are 
jobs. For example, a naval captain, with four years at .Annapolis and 
24 years active duty as a commissiored officer, decided to retire at age 46. 
He saw .ittle criance of bejLng advanced to rear admiral. .As he described it, 
the Mavy has about 1,130 engineering duty officers. Each year only one or 
two, maybe three, make admral. Ir. his opi.-.icn , ' if he was gome to have to 
leav^ the service and go into Jihe busi.-.ess ^orld, the younger the better.''" 
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In a February 3, 1977, telephone conversation, Colonel Alger 
explained that, in general, in the Army, Air Force, and Marine Corps: ^ 

• The opportunity tc irake captain is 99%, ^ • 

• The opportunity to make majo^ is 80%. 

• The, opportunity to make lieutenant colonel is 60-70%. 

• The, opportunity to make full colonel is 5.0%. 

• The opportunity to makc^ general is 9-10%. 

In any event, 40 is the maximum number of years of commissioned 
service thcit a oe ;son can attain. Colonel Vick, of the Retired Officers 
Association, stated in a telephone conversation on February 3, 1977, that 
if an individual retires upon completion of a n ormal career (after 20 years), 
he may be as young as in his early forties . Between 40 and 50 is the normal 
retirement age. 

What causes these young retirement ages? The answer is twofold. 
Firsj:, men ordirarily begin their military careers when very young; officers 

"^"^are usually in their very early twenties. A person may choose to retire 
voluntarily after only 20 years .lince he will receive full retirement bene-^ 
fits at that time. A voluntary retirement indicates that the officer is 
serving at the pleasure of the Secretary of Defense and must ask the Secre- 
tary's permission to retire. However, many of these relatively young men 
are retired because they have been separated from the service through "up 
or out" before they have a chance to progress very far through the ranks. 
As noted earlier, as one goes higher, there are fewer positions to ^e filled. 
The less qualified are terminated, and it is contended that through the "up 
or out" system the military r^n "maintain a young, vigorous ?orce." One 

. very pertinent fact, though, is that those who are retired are also relatively 
young and vigorous . 

"Ud or out" also iJidirecTily causes many voluntary retirements. An 
officer iray choose to retire voluntarily because he realizes that he has been 
performing inreriorly ai^.d will not be promoted at the next step. Perhaps 
to save face or because he determines that the extra year or so he gains 
toward military retirement by staying until he is involuntarily separated 
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will not compensate for whac he could earn in civilian life, he decides to 
leave before he is told he :«ust leave. 

Is this to Lo: considered early retirement? The answer, in our 
opinion, is no. Xs described before, most military men retirr between 40 
and 50; aiilitary pensions are paid on the average at age 42." These a^ges 
are considered "early" only outside the militar/. Indeed, there is some ques- 
tion concerning the correctness o£ using the word -retirement" in connection 
with these separations. Perhaps the ter:n "mid-career change" more properly 
applies. The military itself has seeiiingly recognized this distinction. 
Although the military does not presently conduct an organized pre-retirement 
counseling service, there was at one tLae an official pre-retirement counsel- 
ing program. It was discontLnued in 1974 because the Government Auditing 
Office Lndicated that such a service was not properly a f-onction of the mil- 
itary. That program had two parts: (1) Project Referral, a computer-based 
resume referral system; and (2) Project Transition, a system of counselors 
in the base organization who advised potential retirees and worked wi--h pri- 
vate industry and federally supported on-the-job traini.ng programs. 

.^it this time, the Retired Officers Association has an employment^ 
ser\'ice for all its members (they come from all branches of the armed forces) . 
The ;Vssociation conducts a national resume referral service. It also offers 
two booklets: one gives advice about career piiiining, and the other is a 
practical guide for establishing a second career. What the military ser-zice 
now does officially is to hold pre-retirement briefing sessions. Duri.nc 
these meetings , retirement cay is explained a.nd us-oaily seme attempt is made 
to offer suggestions about establisning a second career. 

It is obvious that the military retirement scheme is unlike any 
other. Host civilians do not work in jobs that offer promotions as frequently 
as a military career. Nor does their continuing to work depend so completely 
upon their ability to rise in rank. Mormal retirs.ment age is considered to 
be 65; in the military the average age is 42. The military recognizes the . 
need for second-career planning for its retirees. This is not true for re- 
tirement in the private sector.- 



89 



Problems with the Civil Service and ;^.ilitary Programs 



Apart frora the basic differences in the mechanics of the retirement 
processes of these two systems, there are other diss >rdlari*-ies . The Civil 
Service retirement system is a contributory one* Seven percent is deducted 
from the basic pay of each member of the retirement system. (The deduction 
rate from basic pay for covered law enforcement officers and firefighters 
is 7^%.) Contriburibnr. are made by the errploying agencies in amounts which 
match the deductions frcm their employee's pay. In the military there is no 
contribution of ?ny kind from active-duty servicemen. 

Federal civilian employees are not covered by Social Security. 
Military personnel are fully covered under Social Security. Furthermore, 
there is no integration of the military pension with Social Security; that 
is, the pension is not reduced by some proportion of the Social Security bene- 
fit. 

What the military and Civil Service retirement systems do have in 
comnvon is a dilemma also shared by a growing number of Ameri"an cities: sky- 
rocketing pension costs. 

Representative Les Aspin of Wisconsin has referred to federal pen- 

sion oromises as "the secret national debt,"^ and Forbes has called the 

19 . 

U.S. Government pension fund "a time bomb ticking away." Between 1965 and 
late 1975, outlays on pensions for retired military and Civil Service per- 
sonnel had increased 500%, but the number of beneficiaries had grown only 

116%. By 1985, Government officials have estimated that the cost could 

20 

approach $45 billion annually. :-lilitary- pensions took o^ly $1-2 billion 

or 2^% of the Fiscal Year 1964 defense budget. In Fiscal Vear 1977 these 

Densions cost $3.4 billion or 8^%. By the year 2000 military pensions are 

21 

expected to reach a hir;h of $34 billion per year. Even discounting for 
inflation, these costs will place a heavier ourden on the taxpayer. 

The t>-end toward lower retirement ages at: which full reciremer.r 

22 

benefits are available is a major consideration in rising pension costs. 
In the case of troubled municipal governments, early retirements and result- 
ing long-term pension payxents have beer pinpointed as the most cosrly of 

oensicn orovisions. Finding useful work for employees about to retire is a 

. . 23 

solution beinc considered by some cities. 
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There have beer sharp reactions to th«; astronomical pension costs 
and ntrnber of early retirements in the military and Civil Service. Areas 
of particular criticism are as follows. 

Cost-of-living increases . Since 1970 Congress has authorized cost- 
of-living boosts for federal Ci-vil Service, military and most other federal 
retirees. This schenio provides that, every time the Cons^jamer Price Index 
(CPI) goes up 3% over the last previous raise and remains at least at that 
level for three months, pensions will be increased by the highest increase 
of those three months. An additional 1%, named the "kicker" or add-on, was 
enacted in 1969 to make up for 'the time lag between a rise in' inflation and 
its reflection in pension checks. This cost of living aspect plus liberal 
age/length of service retirement requirements was instrumental in causing 

Gove^-nment workers to choose to retire early since in many cases their pen- 

' , . , 24 

sions would rise faster than their wages would if they stayed on tne 300, 

This situation was adjusted somewhat during the last days of Con- 
gress in 1976 when legislation was approved eliminating the "kicker" from all 
federal pensions. In the new plan', retirees will receive semi-annual 
increases: the December-June rise in the CPI will^ be included in the checks 

for'Seotenber and subsequent months; the June-December increase will be 

25 

handled beginning with the March checks. Lag time is reduced, and over- 
payment is avoided. - 

The "second career syndrome,' " The Civil Service and military re- 
tirement orocesses are releasing persons who are not aged but are in tne prime 
years of th€iir working lives. Retired Government employees are entitled to 
work at other jobs and continue to receive their federal pensions. A great 
many civil ser-zants work for several years in private i.-idustry after retire- 
ment and earn sufficient credits to recei'/e Social Security pensions which 
are added to their federal stipends. In 1972 a sur^/ey co.nducted by the U.S. 

Civ-1 Service Commission revealed that 42.9% of Civil Ser^/ice retirees 

26 

received both Social Security checks a.nd their Covernment pensions. 

Re'call that the usual age for retirement is between 40 and 50 m 
the military. These .men, in all likelihood, must continue vorki.ig for a num- 
ber of reasons— to support young f>uni'ies, or to send older children to col- 
lege. They are also young enough that the :.eed tt be cccucationally and 
intellectually active is very strong. 
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Pa v-freeze on upper-echelon civil servant salaries . A larger 
number of Civil Service employees in -he "supergrades" have been taking advar.- 
tage of early retirement in the past." One of the vaderlying reasons for 
this trend involves the ceiling placed on their salaries by the arbitrary 
rule that top Civil Service pay cannot exceed the lowest level established 
for appointive posts. These retirees have been termed members of the "Aster- 
isk Club," that title being derived from the asterisk on the federal pay 
chart which for si:< years put a top level of $36,000 on salaries /Tor high- 
level career officers. This caused many upper-level employees to earn ^he . 
same .salaries in spite of differences .in rank, experience and responsibil- 
ities. These people are retiring at younger ages because, while executive 
■pay is frozen, the previously discussed cost-of-living iricreases in pension^ 
are more than adequate. Thi-s conoination of wage freeze a.nd cost-of-living 
adjustments produces what Business' Week refers to as "a nonsense result." 

once an executive has reached age 55 with 30 years of service it could 
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actually cost him money to keep on worKing. 

Criticism of the military "up or out" and generous pension provi- 
sions . The first U.S. military retirement act was established by Congress 
irr 1061, and it allowed military men to separate from the service at full 
pay after 40 years of duty, or if they were incapacitated. It was enacted 
'at the beginning of the Civil V7ar to enable President Lincoln to ri'dliimself 
of aged Army and Navy officers. . The military still viev/s "u? or out" as 
necessary to maintain a young, vital organic.. -^n and to minimize stiignation 
at the top. Opponents of the system view it as undesirable because it forces 
the retirement of so many young people. They contend that there is no rea- 
son why those who are non-coirbatant£^ (e.g., data processors,' clerical workers, 
cooks, etc.) must move through that particular kind of retirement system. 
It is maintained that these people could serve adequatelv in their ranks and 
positions for any number of years until the needed nuirber of years for retire- 
ment is reached. However, th^, military feels that t.here is only a fine line 
of difference between those who should be affected by -"up or out" and those ^ 
who should not. It is their argument that bakers, cooks, clericals, drivers, 
engineers, etc. can all be called upon to serve in combat situations. 

The Defense Officer Personnel Management Act (DOP.MA) "is an attempt 
by Congress to revise the. existing statutes concerning promotion". The bill 
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was first introduced' late in the 93rd Congress; during the 94th Congress it 
was introduced in tne Hous<i, However, it never get out of Sobccnmittee in 
the Senate, and it will be resubmitted* There is conLrcversy surrounding it 
The Senate is concerned about retirement funding in an inflcticnary environ- 
ment. The members want to be sure that DCPMn will be cost-effective. The 
Senate has voiced their objections to "up or out," and the railitary has been 
asked to niake some cc»npromise in this respect. 

Hand in hand with DOPMA but dealing more directly with military 
retirement benefits is the Retirement Mcderr.ization Act introduced by the 
Department of Defense. In a telephone conversation with Mr. Spense of the 
House AxJied Services Committee on February 3, 1977, it was explained that, 
in essence, this legislation attempts to "deliberalize" the current military 
retirement system, with some ^ensating provisions added. It tries to 
eliminate the "all or nothing'* approach to retirement vhich the military 
takes. • \ 

The main idea is to encourage military people to remain in service 
for 30 years. At present the benefit formula is the number of years in uni- 
form times 24% of final base pay. The Retirement Modernization Act recom- 
mends that instead of getting 2h%, a retiree should get 3% for each year 
beyond 24 years. This would help discourage those overly-early retirements. 
The legislation would preserve the 20-year service element, but between the 
completion of 20 years and the time when a person would have completed 30 
years, his retired pay is reduced from 50% to 35%. At the time when he 
would have completed 30 years, he would receive 50%. This bill would aliio 
help those with 10 or more years of service get either a deferred annuity 
or a lumn sum. 

The legislation, also suggests dropping the practice of computing 
terminal pay on the basis of the last paycheck. Final pay wouJ.d be the 
average basic pay in the last year. Social Security benefits would also be 
affected by this act. When a military man became eligible for Social Secur- 
ity ;he age is set at 62) , his retired pay from the Department of Defense 
would be reduced by 5C% of his Social Security entitlement (the Social 5ecu: 
ity rntitlement would be based exclusively on his .-ailitary ser-/ice, not on 
any civilian work:). 
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This piece of legislatiion died witn zhe adjournmenc of zhe 94th 
Congress. It is the opinion, though, of spokesinen for the Senate Arined 
Services Contniittee and the House Armed Services Ccmitiittee that scmsthmg of 
this sort, mavbe revised legislation, will be subniitted to the 95th Con- 
gress. 

United States Representative Les Aspin of Wisconsin has introduced 
a retirement reforni bill separately from the one described above. Apparently 
he feels that that piece of legislation does not go far enough, a.^d his 
scheme is somewhat nvore drastic. For example, his legislation would allow 
those retired involuntarily under the "up or oat" system an immediate annuity. 
However, those retirees would be required to file a statement each year show- 
ing an- earnings from civilian enployment, and their retired pay would be 
reduced 'by one dollar for each two d. liars of civilian pay. ^A careerist 
voluntarily retiring, with nore than 20 but less than "^0 years of service, 
would receive no retirement pay until age 60. 

Many .niembers of the military, of course, object to many of these 
. changes. They hold that the nore generous aspects of their retirement sys- 
tem are justified in light of the frequent hardships placed on military men. 
These include the danger to life and limb inherent in a military career, 
frequent moves, and long absences from families. Their arguments are coun- 
.tered by those people who maintain that many employees in private industry 
share the sejne type of . hardships without such amenities. In any event, some 
plans suggest it could be possible for only those who actually experience 
such difficulties to be compensated. 

Studies concerning retirement costs and possible alternative plans 
for the Civil Service and military retirement systems are being made by 
the staffs of Congressional com2:;ittees as well as by the Defense 'Manpower 
Commission. There have been attempts to address legislation to these sub- 
jects. Rising costs concern not only the raxpayer, but the federal govern- 
ment and the Pentagon as well. Proposals for change are appearing. It is 
» being suggested that retirement regulations should foster longer service and 
later retirement. The imbalances are obvious. Defense officials have stated 
that it is' now possible for a serviceman zo receive more tonal pay during 
retirement than while on acrive duty. There should be changes, they contend, 
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so sx>A of a Iran's pay comes from she years he is on the job. Phyllis 

Bacon of the Senate Arxed Services Conu-nittee has pointed ou- that althcuch 

legislation hasn't gotten anywhere yet, as all rscirement systems coae under 

.30 
closer scrutiny, ther^e nay ae movement. 
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•The federal service has been dealt with at length in order to clar- 
ify some misconceptions held about the two major federal retirement sys- 
tems. The first is that the Civil Service offers an i.ncentive early retire- 
ment plan. The second is that the military's "i4P or out" process could 
h^lo solve retirement problems in academia. 

As the preceding cages h=-.ve shown, the Civil Service and military 
do not wane to encourage :r.ore early retirements. This would only place an 
even greater burden on an already troubled pension system. 

The situation Ln which upper-echelon Civil Ser/ice e.mployees fou-nd 
it more profitable to retire- than contLnue worki.-.g is similar to the situa- 
^ion of some persons at cno of cur academic case institutions' who discovered 
that cost-of-livir.g i.icreases in retirement exceeded their pay increases. 

Furthermore, the military's "up or out" system probably would not 
help kcademia solv0 its immediate manpower problem because of the time lag 
involved, in fact) an "up or out" process which included hefty annuity pay- 
ments could place an unbelievable financial burden upon a college or univer- 
sity. One thJ-ng that can be learned fron thef miUtary and Civil Service 
experiences is that business a.nd incustr-/ may be right to use lump-dun 
severance payments! to e.ncourage early retirement--in that way the total cost 
of e.xtra ^avment is known in advance. , 
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6. EXPERIENCES OF SPECIAL INCENTIVE EASLY RETIREES 



As part of this study, we planned extensive personal interviews 
With individuals who had retired under special incentive early retirement 
provisions. Through these interviews we hoped to dbtain a type of consumer 
report about induced or incentive early retirement. We were interested in' 
finding out when and how the respondents decided to retire early, why_ they 
retired early, and how satisfied they are with their retirement decision. 
We also wanted to know whether and how early retirement had affected their 
financial well-being, their professional activity, and their general 
activity and happiness. Finally, we sought to know how they had prepared 
themselves for early retirement, what advice they would give to others who 
may be considering early retirement, ^d how they would evaluate the par- 
ticular early retirement programs at their own institutions . 

Poteiitial "respondents for the study were identified by 'the admin- 
istrators of the special incentive early retirement programs: at four 
universities and two corporations. (For reasons of confidentiality, these 
' institutions cannot be identified in this report. They are referred to in 
this .chapter by the codes established in Chapters 2 and 3~i.e., Al through 
A4"for the academic institutions, and Bl and 32 for the businesses.) Although 
we requested the names of all persons who had retired under the special 
options—including only faculty or managerial and professional staff- 
institutions Al, A4, Bl and B2 preferred to make the first contact with 
potential respondents themselves, relaying to us only the names of those 
•who gave their consent. In general, we intended to interview all the 
retirees whose names we were given. However, we. took a 60% sample of the 
retirees from institution A2, since it had many more potential respondents 
than the other institutions. 

Altogether we interviewed 70 special incentive early retirees, 
of which 52 were from the four universities (Table 6.1) . Sixty of the 
inter/iews were conducted especially for this study, between October, 1976, 
and February, 1977. ' Ten were conducted in 1975 as part of a study conducted 
by one of the co-principal investigators.^ The interviews averaged just 
under two hours and generally were conducted in the retiree's home or 
office. Twelve interviews were conducted by telephone, with no noticeable 
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Table 6*1 » 
INTERVIEWEE PARTICIPATION BY INSTITCmON 



Institution 



Number of Special , 
Incentive Early Retirees 



T 



Retired from 
theT Institution 



Contacted for 
Participation 



Interviewed 



Percentage -of 

Potential 
Respondiints 
Interviewed 



Al 



A2 



A3 



A4 



ni 



B2 



Total 



16 



56 



16 



(*) 



16 



33 



16 



6. 



(11) 



(0) 



71(20) 



29 



15 



(9) 



(9) 



52(18) 



38% 



52% 



94% 



33% 



(*) 



(*) 



55%(*) 



- O TB: HxxmliBCQ ouiside parentheses are of retirees from academic institutions. 
iERXC Nwaibers inside parentheses are of retirees from business. 

'data-were pot ava,ilafcle. , ^ r 



differences in length or depth of response • The interviews were structiired 
informally, according to a topical outline. Nearly ail the responses were 
open-ended and had to" be coded lacer. 

Forty-three percent of the retired faculty members were from the 
sciences (inplading.,the social sciences); 43% were from the professions, 
and only 14% were from the humanities; one respondent was a non-teaching 
librarian. The scientists included seven from engineering two each from 
chemistry and biological sciences; and one each from physics, zoology and 
plant physiology. In the social sciences, there were three economists, 
two anthropologists, one political scientist, one psychologist, and one 
historian. The professional fields included education, physical education, 
business, medicine, nursing, dentistry, public health, journalism, library 
scienc|, and social work. The humanities inclpded English, French, ^German, 
classics, and fine arts. No attemot was ;nade in this study to select: 
respondents by field, because of the relatively small pool of respondents. 
It should be noted that most of the interviewees had retired very recently. 
In fact, 69% of the academic retirees and 89% of Lhe retirees from business 
had retired no more than two years before^ they were interviewed (Table 6.2). 
On the other hand, there were retirees in the study ffho had retired from 
five to ten years before the interview, and we have^ found.no systematic 
differences between the^ responses of these retirees and those who had 
retired more recently. 

- * Age and Years of Service 

By modem American standards, the respondents for this .*5tudy had 
not retired very early; in fact,, nearly half (49%) were age 65 or older at 
the time they retired (Table 6.3). There is a marked difference between 
the average retirement ages of the corporate £.nd academic retirees: i.e., 
59.6 for the retiree:, from business, and 64.0 for the academic retirees. 
Tne latter group retired very near the age when most'^ericans expect to 
retire; 79% were, over age 62 at the time of retirement, compared with only 
17% of the corporate retirees. 

The mandatory retirement regulations of an institution are 
obviously a factor in decermi.ning the age of retirsmenc. Both the academic 
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Table 6.2 
YEARS SINCE RSTIUEMENT 



Years 



* 

Institutioa 


<1 


1 


2 


3 


4 


5+ 


Total 




0 . 


4 


0 


0 


♦ 

2 . 


0 


i ' ■ 


A2 


5 


4 


6 


5 


5 




29 

* 


A3 


10 


4 


1 


0 


0 


0 


15 


A4 


0 


- , 0 


2 


0 


0 


0 


2 


Dl 


(8) 


(1) 


0 


(0) 


(0) 


(0) ^ 


(9) 

* 


n2 


' . (0) ' 


\ (0) 


(7) 


(0) 


(0) 

3 


(2) 


(9) 


a 

Total - 


15(B) 

• 


12(1) 


0(7) 


5(0) 


•7(0) 


4(2) 


.52(10) , 



NOTK: Numbers outside parentheses are of academic retirees. Numbers inside parentheses are 
oe retirees £rora business. 10 1 



Table 6\3 
AGK AT RKTIREMENT 





'Age 


Institution 


55-59 


60-62 


^63-64 


65-66 


67+" 


Total 




3 


3 


0 


0 


A 

0 


6 


A2 


0 


1 

♦» 


0 


24 


4 


29 


A3 


2 


" 2 ■ . 


5 " 


6 


' 0 




A4 


0 


0 


2 


0 


0 


2 


BI 


(2) 


(4) 


(3) 


(0) 


- (0) 


(9) 


B2 


(5) 


(4) 


(0) 


' (0) 


(0) 


(9) 


Total 


5(7) 


6(0) 


7(3) 


30(0) 


4(0) 


. 52(10) 



NCVE: Numbers outside parentheses are of retirees from academic institutions. 
Numbers inside parentheses are of retirees from business. 
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and the corporate retirees retired on the average four) to "kive years before 

the mandato'ry age; however, H^ause of the higher mandatory' retirenien:: age 

for most of the academiVr^icies (age 70 at institution A2 and age 67 at 

institution A3) , the- retire^^ academics tended to be older at the tiiae or 

f - ' ■ ' 

retirement. - ^ 

In spite of having retired at u younger age on the average, the 
corporate retirees tended to have been employed longer by the institutions 
from which they had retired; 72.% of th^se .retirees had 30 or .more years of 
service^ when they retired, compared with only 34% of the academic retirees 
(Table, 6. 4). This can be explained in part by the fact that academics are 
generally older, when they are fixjt retaifled by an institution- 

The early retirement eligibility requirements set by an -institu- 
tion also help determine the age of retirement, as well the accumulated 
years of service. The effect of such requirements on the early retirement 
decision is most evident where the decision is more strictly voluntary— 
i.e., at institutions A2, 31 and 32. Figure 6.5 shows that jnost of the 
early retirees from these three institutions retired almost immediately ^ 
after meeting both the age and service requirements for special early ', 
retirement. At institution A2, where the early retirement eligibility^ 
requirements are 65 years of age and 20 years of service (plus 18 years of 
rarticipacion in the retirement plan) , only 31% of the early retirees 
continued working after establishing eligibility on both criteria. At 
institution Bl, where eligibility for the optimal early retirement is 
established after age 58 with 30 years of service, only 22% of the early 
retirees had. gone beyond this point and very few had retired earlier, rhe ^ 
special incentive arrangement at institution B2 is an "open window" which 
has been offered twice in the past five years, for a 6ne-year period only, 
to anyone with 25 years of service. Under this arrangement, the early 
retiree gets half-pay for four years on top of his regular early retirement 
pension if he is ace 55 or older. Sowever,- if he is under 55, he is .not » 
eligible for a pension under the .nor:nal retirement system and therefore he 
gets only the speaial severance payment. Cniy 33% of t.he early retirees 
had passed up the "open -^ndow" the first time- they were eligible for 
both the special payment and a pension. 
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- Table 6.4 
YEARS OF SERVICE 






Years 


Age at 
Retirement 


15-19 


20-22 


23-25" 


26-29 


30-3,2 


33^35 


36-39 


'40+ 


Total 


671- ■ 


0(0) 


1(0) 


1(0)' 


1(0) ; 


0(0) 


0(0) . 


ICO) 


0(0) 


f 

4(0) 


65-66 


0(0) 


4(0) 


6(0) 


7(0) 


' 4(0) 


2(0) 


4(0) 


2(0) 


•29(0) 


63-64 


0(1) 


2(01 


0(0) 


2(0) 


0(1) 


0(0) 


<* 

2(0) 


.0(1) 


6(3) 


60-62 


0(0) 


Id) 


. 0(0)f 


3(0) 


0(2) 


1(0) 


1(2) 

• 


/ 0(3) 


6(8) 


55-59 . 


, 0(0) 


.2(0) 


1(1) 


2(2) 


0(1) 


0(1) 


0(1) ' 


0(1) 


5(7) 


Total 


0(1) 


10(1) 


8(1) 


15(2) 


4(4)- 


3(1) 


8(3) 


2(5) 


50 (IB) 

1 



|M0 = 2 

INOTE: Nuinbets outside parentheses aie of retirees from academic institutions. Numbers inside 
parentheses are of retirees from business^ 



■4 Figure 6.5 

DISTRIBUTION ON zlABLY RETIREMENT ELIGIBILITY CRITERIA 



< 



70-- 



65- 



'10 



65 



60- 



o 
< 



55- 



20 



INSTrrJTIOM A2 



A A 



A A 
k A 



A A A 



A A 



25 ^ 30 35 

Y«Ar3 of Service 

iMsrzTtrriCN si 



25 30 35 

Years of Service 



40 



/ 



40 



( 




J 60-- 



° 55 
< 



IWSTXTJ7I0M 32 




20 



25 



30 35 
VYears Service 



40 



Ugend: A Retired soon after or before meeting both eligibility criteria 
< Retired later. 

NOTE: Respondents from institution 32 are recorded as A's (persons 
who retired soon after or bo fere nee ting both eligibility 
criteria) if they accepted the first "open window" for which 
they were eligibJLe. 
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Table 6.6 shows" the distribution of age^^ at retirement by fj-eld 
.fc* the apademic. Retirees'. It might appear that scientists are more inclined 
to retire ekrlier. -Actually this result is due almost entirely to ,the fact 
that all six retirees from institution Al Vere in 'the sciences and were . 
strongiy encouraged to retiye at 6r below age 62, 

^rhe Decision to Retire Early 

Few of th'e interviewees had made- long-range plans to retire early. 
In fact, overhalf of' them (58%) had beg^jn thinking seriously about early 
■ retirement only withiji the foii^ years before retiring, and 29% had been seri- 
ously considering it for less than two years (Tabl6 6-.7) . Only 21% of the • 
respondents had l5een"l>lanning to retire early for more than ten years. 
' AmoDg retirees of .different' institutions, thote from institution kL, wh^re 
the special incentive program is lea^t voluntary and newest, made their 
retirement decision in the shortest period of time (.less, than "two years for 
all .six respondents). Of the retired faculty members from institution A2,- 
where mandatory retirement is 70 and early retirement is 65- and the program 
has been in operation for over 20 "years on a strictly voluntw basis, 
nearly one third- .said they had "always" expected to retire early. 

The reasons for^ retiring early were quits varied (Table 6.8) and 
although* there wire minor differences among institutions, there was hardly 
any difference between retired academics 'and retired corporate employees. 
That is, the raiik order of reasons for retiring early, by frequency of 
iliention, is nearly the same for retirees from academic institutions and 
retirees from business. , s • . ^ ^ 

' 'Most of ty,e early retirees' mentioned several factors which influ- 
enced their decision.'* The most common reason (mentioned by 49%) was that 
they had already developed, or else wanted to develop, some interests 
outside their regular work-related responsibilities. Often the acadeidcs. 
had^in.mind a specific project, such as finishing a hook or a research 
project. Others said they retired to set new goals for themselves and 
enjoy ^a different lifestyle altogether.' .The' next most frequently stated 
reason (mentioned by. 43%) was that they had -lost interest in or no longer ' 
enjoyed their work, or else they were fatigued by the pressures that 
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Table 6*6 

ACADKMIC FIKrJ)S oV umRED FACUI>TY MEMBERS 



Age at 
Kotlrement 


Sciences 


Social Sciences 


• 

Humanities 


1 

1 

1 

* Professions 


Total ' 


67+ 


1 ■ 


1 . 


0 


2 

• 


4 


65-66 


s 

• 


6 


4 


14 


29 


63-64 


1 


1 


2 


3 


7 


60-62 


4 


' 0 


1 


1 


6 


55-59 


3 


0 


0 


2 




Total 


14 


* 


- J 

7 


22 


. — ^ 







NA « onis nori- faculty librarian. 

NOTE: This table includes only retirees* from academic institiitions. 
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Table 6*7 

'WHEN 'early retirement WAS FIRST SERIQUSLY CONSIDERED 



• 






Years Before Hetirement 






1% 


Retirement 


<2 


2-4 


5-7 


8-10 


11-15 


16-20 


"Always^ _ 




67+ 

• 


2(0) 


2(0) 


0(0) 


0(0) 


0(0) 


0(0) 


0(0) 


4(0) 


65-66 


4(0) 


0(0) 


6(0) 


0(0) 


0(0) 


1(0) 


9(0) 


28(0) 


63-64 


1(1) 


1(2) 


0(0) 


1(0) 


0(0) 


0(0) 


0(0) 


3(3) 


60-62 


3(3) 


2(1) 


0(2) 


0(1) 


0(0) 


0(0) 


0(1) 


5(8) 




4(0) 


0(2) 


0(1) 


0(2) 


0(0) 


0(0) 


1(1) 


5(6) ' 


Ok 

Total 


14(4) ' 


13(5)/ 


6(3) 


1(3) 


1 0(0) 


cKO) 


10(2) 


-15(17) 



MO =« 0 . ' . 

.-^^^ ^ I 

NOTE: Numbers outside parentheses are of retirees from academic instrtutions. l^urr^ers inside 
parentheses are of retirees from business* 
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accompanied even the most enjoyable challenges. Many of the early retirees 
(31%) said they saw little reason to continue since they already had 
sufficient finances to retire comfortably. In a number of cases^ (30%) it 
was the special incentive arrangement which had encouraged the interviewee 
to retire early. (There was no double-counting on these latter two reasons. 
Thus, if one makes the likely asst:mption tha^t the arrangement was attractive 
becaiise itomade early retirement financially feasible, and if one then 
combines the responses for these two reasons, being financially able to 
retire becomes the number one rea^^on for early retirement.) 

One fifth of the early retirees said a health problem or disabiliw 
had contributed to their early retirement decision, and 17% said they felt 
they had worked long enough and deser-zeS: a change or a rest.. A variety of 
other reasons were mentioned less frequently. 

The reasons for retiring vary slightly by age at retirement: 

'0. Those in the* oldest age group (67 and older) are more* 
^ likely to have retired in order to devote more time to 

other interests or create a new lifestyle for themselves. 
* They are also more likely to have retired because they 
^ felt financially secure. 

0 Those in the 65-66 age^ group are more likely than the 
cti others to have retiied^^because they were dissatisfied with 
the quality of their own 'performance . 

0 Those in 'the 63-64 age group are more likely than the 
others to have retired for health reasons. 

e Finally, those *in the youngest age group (55-59) are more 
likely than the others to have retired because th^y had 
lost interest in or were dissatisfied with their work (or 
felt there was too much pressure working) . They are also 
more likely to have mentioned the, availability or 
attractiveness of the special option as an inducement 
to retire. And they are more likely to have retired out 
of dissatisfaction or nonconformity with the management or 
focus of their department or organization. 

Asked, "vniom did you talk to about when to retire?", bcch 
academic and business retirees most ofren mentioned spouses and next most 
often mentioned superiors (Table 5.9).=^ Twelve percent of the respondents 
said they had discussed their decision with one. The retirees who 
discussed their deci-sion with the retirement system were noticeably few 
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Table 6.d 
RHASONS F(iR nETIRING thWUY 



GO 





To devote time to or develop 
other interests; to ch2mge 
general lifestyle 


8 .. .5 

C U U 
.H 0 g 

M B €> 
€> 0 V| 

^ ^ :3 
q c €> 

•H 0 M 

I/} < u 
<d HI 9 

€> U) G 
U 'H 
(i P Q 

£ S B 


Able to financially; finances 
good enough, as goodi or even 
better 


Availability or attractivenes: 
of special early retirement 
options ^ 


V) 
t) 

•H 
»i 
•H 
rH 

■P 

V) ¥1 

' M 

V) S 
rH OJ 

x> 0 

0 > 
U -H 

•3 

V U V 

V. 0 r. 


Wor)ced long enough; ready for 
a .rest or a change 


Dissatisfaction or non- 
conformity with mgt. or 
1 focus of dept. /org. 


Dissatisfaction with 
quality of my own 
performance 


* 

Encouragement from spouse 


Pressure from a supervisor 


To free a position: to | 
tum over responsibilities 
to younger person 


V 

> 

0 nH 

Id 

.. g 

>i 0 

V 0 
> 

Id u 

9) U 
I* M 


Had to retire anyway from 
administrative post 


Inconvenient commute 


4) 

u 

8 

0 

I 

0 


To obtain oore flexible 
university wor)c schedule 




A90 at 
Hrt iroBW»nt 


Totnl / 


67f 


3(0) 


2(0) 


3(0) 


0(0) 


1(0) 


1(0) 


0(0) 


0(0) 


0(0) 


0I0) 


0(0) 


. 0(0) 


0(0) 


0(0) 


0(0) 


0(0) 


10(0) 


65-66 


15(0) 


11(0) 


6(0) 


9(0) 


5(0) 


7(0) 


3(0) 


6(0) 


3(0) 


2(0) 


2(0) 


4(0) 


4(0) 


1(0) 


1(0) 


2(0) 


01 (0) 


63-64 


4(1) 


3(2) 


2(3) 


2(0) 


3(1) 


1(1) 


1(0) 


1(0) 


1(0) 


0(0) 


0(0) 


0(0) 


0(0) 


0(0) 


0(0) 


0(0) 


18(8) 


GO-62 




2(1) 


2(2) 


0(3) 


1(1) 


0(1) 


0(2) ^ 


0(0) 


1(2) 


2(1) 


0(0) 


0(0) 


0(0) 


0(0) 


1(1) 


oro) 


12(20) 


55-59 


1(1) 


3(6) 


2(2) 


^ 3(4) 


Kli 


0(1) 


2(0) 


1(0) 


0(0) 


1(0) 


1(1) 


0(0> 


0(0) 


0(2) 


0(0) 


0(0) 


15(18) 
136(46) 


Total 


26 (fl) 


21(9) 


15(7) 


14(7) 


n(3{ 


9(3) 


6(2) 


0(0) 


5(2) 


5(1) 


3(1) 


4(0) 


4(0) 


1(2) 


2(1) 


i(0) 



NOT£4 Niimbeto outside paronthosoa are of xetlxeoa fiom academic inotltutions, Humbeta limlde parentheses are of rotlroos from business. 
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Table 6,9 
SOURCES OF ADVICE ON WHEN TO IIKTIRE 



\cje at 
Ketixciitujit 


Retirement 
Syiitem 


Superior 


Friends/ 
Colleayues 


Other 
Rctireetj 


Sijousje 


Other 

Family 

Members 


Other 
Sources 


Nobody 


671 


0(0) 


0(0) 


0(0) 


1(0) 


2(0) 


1(0) 


0(0) 


1(0) 


65-66 


5(0) 


11(0) 


10(0) 


2(0) 


16(0) 


5(0) 


0(0) 


6(0) 


63-64 


3(0) 


3(0) 


1(1) 


0(1) 


4(2) 


0(0) 


0(0) 


0(0) 


60-62 


0(1) 


5(6) 


0(3) 


0(3) 


3(8) 


0(2) 


0(0) 


0(0) 


55-59 


0(0) 


4(3) 


3(1) 


1(2) 


2(4) 


0(1) 


0(0) 


0(1) 


Total 


n ( 1 ) ^ 


23(9) 


14(5) 


4(6) 


27(14) 


6(3) 


0(0) 


7(1) 



\ 

MO ~ 4 



NUTL: Nundjctft uiiLi».ide pdr cnUiebub are of i.etireeb from academic ini^t.itutions. Numl)ers inside 
parentheses are of retirees from business. 
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(only 14%)- This only means, however, that they did not seek advice from 
tiie retirement system on when to retire. Many did in fact go to the retire- 
.ment office for information on financial macters and other details of the 
arrangement before making their decision. 

Satisfaction with the Sarly Il£tirement Decision 

Ninety-nine percent of , the early retirees said they were either 
very satisfied or satisfied with their decision to retire early, and only 
one retiree said he was dissatisfied (Table 6.10). The overwhelming 
positiveness of this response (73% said they were very satisfied) might 
lead some to wonder whether the respondents were being entirely candid with 
us or whetjher they had rationalized their decisions to therdselves. This 
seej^is unlikely, given their openness on man^- topics as well as their 
enthusiastic comments. For example: 

I can advertise retirement for anybody. I think it's greatl (Al-i, 
science) ' * • v 

Teaching at a university i> a competitive struggle. You have to 
publish reports, keep producing, keep publishing. You're com- 
peting for students, for graduate students. Basically, retirement 
means you stop struggling for existence. It's nice to feel that I 
don't have to^truggle. . .A positive factor in retiring is, for once, 
you are your own boss. Your time is your own; and, if you're in- 
terested in basic research, in a sense retiring earlier is like 
getting a faculty fellowship. It's like a sabbatical, but a sab- 
batical lasts only six months. What can you accomplish? You barely 
get into your research and then yolir nose is back to the grindstone 1 
(A2-4.^ social science) - 

I've lost something, but I anticipated that. And I've gained some- 
thing. The loss is your contact with students .The gain, of course, 
is that your time is all your own. And also that I'm not trying to 
do something like lecturing that I'm not fit for. (A2-7, humanities) 

I had a strong feeling for some time,* looking at my friends and 
other people, that the 60 's are still good years, that you don't 
start developing oroblems until later and that if you have things 
you want to do, the best time to do them is in your 60 's.' And you 
can't do that when you're tied down to a position. . .And I had some 
other interests. I^had a srrong feeling that one should retire 
young enough to develop some new interests, too. Not to be solely 
dependent on your job for intellectual stimulation. (A2-13, pro- 
fession) 
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Table 6,10 

SATISFACTION WITH DlilCISION TO RETIRE EARLY 



I Age at 

Ivu UXlTCIItCll U 


Very 

nj_i:satils£ied 


Dissatisfied 


Satisfied 


" - Very 
Satisfied 


Total 

i ' 






0(0) 


1(0) 


3(0) 


4(0) 


OO OO 




o(o] ^ 


9(0) 


21(0) 


30(0) 


63-64 


0(0) 


0(0) 


0(1) 


4(2) 


4(3) 


60-62 


0(0) 


1(0) 


0(3) 


5(5) 


6(8) 


§ 55-50 

wm ( 


0(0) 


0(0) 


2(1) 


3(6) 


5(7) 


M - ^ 

■ Total 


0(0) 


1(0) 


12(5) 


36(13) 





MO = 3 



NCyi'E: Numbers outside parentheses are of retirees from academic institutions. Numbers instde 
parentheses are of retirees from business. ' 



We have made a considerable change of life, tind we are enjoying it 
to the .'hilt* . .We're enjoying the outdoors immensely, becoming 
beach bums almost. . .Also, we haven't made ^ complete change from 
oxir former lives. I'm working on a book, and my wife has writing 
projects so it hasn't been a complete change of life. It's just 
that now when we write it's because we want to... We've had no 
reason to question the desasion to retire early. As a matter of 
fact/ the joy of it increases every day. (A2-24/ humanities) 

I'm quite satisfied. The major reason is I don't need to teach 
any longer. I've provided for my support yell enough. And She 
other thing is I didn't patrticularly enjoy teaching. I didn't 
feel involved in it enough to want to continue. I had plenty of 
other interests to occupy myself, 'and teaching was sort of an 
interference. I looked forward to p!irsuing m^ interests and 
hobbies without having to stop and take time to teach^. .(A2-34/ 
humanities) 

It has enabled me to complete my book, which took me longer than 
I thought. Monetarily, the income has been O.K. I haven't missed 
the few dollars difference between my income and my salary... Oh, 
it's enabled me to do some other things besides the book: trayel, 
which I've always enjoyed. I've certainly been pleased to be re- 
lieved of the pressures and difficulties of teaching. . .Students 
are quite different from the ones in our earlier classes. . .People ^ 
sometimes say, "Don't you miss the students?'* Well, in a way, 
but not to the extent where I wish I was back teaching them. 
(A2-35, profession) 

J. think it was an ideal situation, and I would go so far as t'^ 
recommend that other faculty and staff consi^isr it seriously., 
(Early retirement with part-time employment) permits the faculty 
member to gradually taper off his responsibilities and still 
maintain a financial status which is acceptable. So many times 
people work full-time up to a certain Friday night and after 
that it's nothing. It's a step function, and in many cases it's 
a disaster. It's too abrupt a change. (A3-4, science) 

It's a trsmendous release of tension. . .It' s turning a new page, 
in a way. . .Americans are too conditioned to strive for success, 
for a big paycheck. Life's too short to just wear^ yourself down >^ 
and not be able to reap the other benefits of life besides drawing 
a huge salary. I think the key to the thing is whether you think 
you're making a contribution and living up to your own expectar- 
tions. It's important not to fool yourself about this just in 
order to pull down a fat paycheck. (A3-6, profession) 

I enjoy the freedom. ..I know of a lot of cases where people 
didn't live v^ry long after they retired, where they worked up 
to age 65. If you enjoy your work so much, and if it's the 




only thing you have, that's not so bad. 3ut, if you have other 
things you would like to do, but you're waiting until age 65 to 
get the full retirement benefits and then you never live to reap 
thte advantages of tho^e benefits, then you've had it. (Bl-8/ 
supervisor) 

I've told ©any of the people I managed: this is the only way to 
gO/ 3Jid I really believe that. Some people don't have something 
to do, but X have so much to do I just can't understand how I 
found time to work eight hours a day,. (31-12, supervisor) 

The point is, you don't^ihave the pressure of thinking, "I've 
got to get up. I've got to get dressed. I've got to go to work 
and face that stack of papers that was there yesterday." I like 
the feeling of independence, that I can. do what I want for a change 
and not what I'm forced to <io. As a result, I've done various 
things that I couldn't do before. (32-3, manager) 

I couldn't be happier about that decision. That doesn't mean I 
don't have problems in my life, but none in that direction. (B2-5, 
market analyst) 

The interviewees were also asked,. "If you could make the decision 
over again—under the same circumstances but knowing what you now know- 
would you retire at the same time, earlier, or later?" Only five of the 
early retirees said they would retire later if they nad it tb do again, 
and four said they would retire sooner (Table 6.11). Of the ' academic 
retirees, 96% said they would retire at the sajne time or Earlier than they 
did. 

When asked, "Would you have retired earlier under the right 
conditions— that is, is there anything the University (or the 'Somoany) could 
have done to encourage you to retire earlier than you did?", most of the 
early retirees said, no, they would not have retired earlier even if the 
conditions had been different (Table 6.12). Those who gave reasons said 
they would not have been psychologically ready for retirement or were too 
involved in their work. On the other hand, about one-third of the early 
retirees said they would have reti;:sd earlier if the conditions had made 
it financially feasible— for example, if .t;he special option had been 
available to them earlier or if the annuity had been larger. T.he rstired 
corporate employees vers somewhat more likely than the retired faculty 
members to say they would have retired earlier if given sufficient financial 
incentive . 



lie 



93 



Table 6.11 

WHAT ItgrilUilMEN'I' DECISIONS WOULD DK IF HAOK AGAIN 



A96 

Retirement 


' Wculd 
Retire Earlier 


Would 
Retire Same 


Would 
Retire Later 


Total 


67+ 


1(0) 


3(0) 


0(0) 


4(0) 


65-66 


1(0) 


27(0) 


2(0) 


30(0) 


63-64' 


1(0) 


4(3) 


0(0) 


5(3) 


60-62 


0(1) 

] 


0 id; 


0(2) 


6(8)' 


55-59 


0(0) 


5(6) 


0(1) 


5(7) 


Total 


3(1) 


45(14) 


2(3) 


50(10) 



MO = 2 • ' 

NOTE: Numbers outside parentheses are of retirees from academic institutions. Numbers 
inside parentheses are of retirees from business. 
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Table 6.12 

WHETHBR HARLY RETIREES WOULD HAVE KETIRED ISVKH fc:AHLIER 
UNDER DIFPERISNT CONDITIONS 



AnA ail 

Retirement 


No 


— : ' 

Yes 


Tota^ 


67+ 


2 (0) 


KQ) 


3(0) 

< 


65-66 


20(0) 


10(0) 


30(0) 


63-64 


4(1) 


• 

1(1) 


5(2) 


60-62 


4.(6) 


1(2) 


5(8) 


55-59 


v3(2) 


1(5) 


4(7) 


Total 


33(9) 


14(0) 


47(17) 



MO = 6 *^ 

NOTK: Numbers outside parenthe'ses are of retirees from 

academic institutions. Number • inside parentheses 
are of retirees from business. 
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Effects of Sarly Retirement. | 

Financial well-being ■. ' . . 

Ihe early^ retirees seem to be faring well financially. According 
t6 84% of the respondents," there has. been no change in their standard of 
living since retirement (Table 6.13). Although their gross income is 
lower, they say their "spendable" income is higher. There are no- more 
deductions for Social Security. They do.-.'t have to pay income tax on 
their Social Security checks or on income from their own after-tax^contfi- 
butipns to retirement funds. Quite' often their major expenses, such as a 
mortgage on the house and the children's living and educational expenses, ' 
are behind them. Furthermore, the money they once spent. on clothes, lunches 
away from home, and commuting can now be reallocated. 

Compared to the academics, proportionately more retirees -from 
business were apt to say their standard of living is higher than before 
retirement. This is . largely due to the nature of the incentive early 
retirement at institution B2. Because retirees under this program get 
half-pay for four years on'top of their earned retirement benefits, their 
total. income in t.he four years following retirement is usually as good or 
even better thari before. 

Although many of the early retirees are co^icsmed about the 
potential effects of continued inflation, a large majority (95%) said that, 
so far, they have been able to live as well or better than they had 
expected' (Table 6.14) >- Compared to retirees in other age groups, those 
isi the 65-66 age group were most likely to have underestimated their 
standard of living after retirement. 

Professional activity » 

Early retirement does not necessarily mean art end to professional 
activity, especially for academics. ,Sixty-'?>ne percent .of t.he early 
retirees in this study said they had been _ employed at one time or another 
during their retirement (Table 6.15) . Although a few persons had held 
full-time jobs, most of those who reported employment had worked part-time 
or on intermittent or short-t^rm tasks. ^ The retired faculty mekjers were 
much more likely to have been employed than the retired corporate employees, 
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^> 4 Table 6. 13 ^ 

HOW STANDARD OF (LIVING GQMPAUfc'S WITH PRIOR STANDARD OF LIVING 



MO = 2 



1 

Age at r 
RBtirement 


, Lower than 
Before 


; . Same 


Higlier than 
Before 


Total 


67+ • 


V } 


4(0) 


0(0) 


4(0) 


65-66 


1(0) 


25'(0) 


■ 4(0) , 


30(0) 


63-64 


■ ■ ... 

\ 

1(0) 


4(3) 


0(0) 


5(3) 




i 

A / A\ 

0(0) 


\ 

O ID) ' 






55-59 


0(0) 


a (4) 


0(3) 


"5(7) 


Total 


2(0) 


44 (13) 


4(5) 


50(111) 



v. 



NOTE: Numbers outside parentheses are of retirees from academic institutions. 
Numbers inside parentheses are of retirees fi'om business. 
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Table 6.14' 

HOW STANDARD OF LIVING CX)MPARES WITH EARLIER KXPECTATIONS 



Age at 
Retirement 


Lower than 
Expected 


Same 


111 rv1\AV" 4*t^An 
11 JL^nCT uliOil 

Expected 


Totdl 


674- 


0(0) 


3(0) 


0(0) 


3(0) 
\ — 


65-66 ' 


• 2(0) 


13(0) 


12(0) 


27(0) 


63-64 


0(0) 


4(2) 


0(1) 


4 (3) • 


60-62 


0(0) 


3(6) 


2(2) 


5(8) 








1(4) 


5(^) 

* 


Total . ^ 


t 

3(0) 


26(il> 


.15 (7) 


44(10) 



MO « 8 



NOTE: Nuinl^ers outside paxentheses are of retirees from academic institution^ 
Numbers inside parentheses are of retirees from busipess. 
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\ Table 6.15 



EMPLOYMENT SINCE EARLY lUirrlUHMENT: 
'BY AGg AT RETIUEMENT ^ 

•4 



Ago at 

i I'AlllAlltL 


* Nevex^ Smploved 


Employed . 
Interinittent/Sl(oi;t-tem' 


Employed 
Part-time 


Employed 
Full-time 


Total 


O # r 


2(0) 


2(0) ■ \ 


0(0) 


.0(0) 


4(0) 


t 




11(0)^ 


6(0) 


0(0) 


30(0) 


63-64 


* *• 

0(3) • 


1(0) 


6(0) 


0(0) 


7(3) 


. 60-62 


0(5) 


2(2) 


3(0)" 


1(1) 


6(0)' 


• 

55-59 

• 


0(4) 


,1(1) 


3(2) 


1(0) 


, 5(7) 


Total 


15(12) 


1 

17(3) 


10(2) 


2(1) 


52(10) 



NO-i'E: NimOjers outside yarentlie'ses are of ret ireos from academic institutions. Numbers 
inside parentheses are o£ retirees Irom business. 
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Only one third!^ of the corporate retirees had been employed sinc^^^tirement , 
compared with 71% of the academic retirees. Age also seems to be & deciding 
factor* All the academics luider age 65 had been employed, compared with 56% 
of those over age 65. 

* Whether a respondent ]iad been employed since retirement also 
varies by institution, partly because of the average retirement age at 

^each institution and partly because of the differing enroloyment regulations 
for early retirees (Table 6.16). only 48% of the early retirees from 
institution A2 had been employed, compared with 100% of the retirees from 
the remaining academic institutions. Besides being the oldest of the 

, retirees (on the average), the early retirees from institution A2 techni- 
cally are forbidden to accept "gainful /employment" while receiving their 
early retirement checks from the university. (Many, but not all, of the 
retired f acuity -inembers from institution A2 assume that this restriction 
excludes short-term or intermittent consulting activitie's . ) In contrast, 
the eeirly retires .from institution A^aVe required to >ork part-time at , 
the university ,(^cept in unusual cir cuius tances) so that their early 
retirem^n^t^ pension plus their part-time salary' will equal the full pension 
they will receive at the martdatory retirement ace. There is no employment 
regulation for early retirees from institution Al 'except that they cannot ■ 
''work for the university. ^ ^ 

Retired -academics in the sciences are 'morja likely to have been 
employed than those in other fields (Table 6.17)'. • Those in the humanities 
are least likely to have been employed. (Eighty-si:^ percent of .the 
scientists had been employed, compared with 57% of the professors from the 
humanities.) In part, this .pould be due to the relatively greater market- 
a^>ility of scientific skills, but ag^^at retirement and institution also 
confound the issue. Besides being the youngest academics, nearly all the 
scientists, were from institution Al, where there is no employment restric- 
ti6n, or from institution A3, where employment is required. " ^ 

Current employment status follows much the same pattern as 
employment since retirement (Table 6.13). The biggest difference is that 
only half as many retirees from institution A2 are currently employed. 
This brings the total employed down to 43% from 61%.^ 



Table 6.16 

EMPLOYMENT SINCE EARLY RE^flREMENT; 
BY INSTITUTION 



Institution 


. Never 
Employed 


Emx^loyed 
intermircenu , 

Short-term 


Emoloved 
Part-time 


' 

Employed 
Pull- time 


fptal 


Ah . 


0 


2 


2 


. 2 


6* 




» * 

15 


13 


1 


0 


29 


i A3 


0 


1 


14 


0 


15 


1 M 




1 


1' 


0 


2, 


i nl 


(8) 


(1) 


(0) 


(0) 


(9) 


1 B2 


(4) 


(2) 


(2) , 


(1) 


(9) 


i Total , 


3 5'(r2) 


17(3) 


10(2) 

* 


2(1) 


52(18) 



NOTE: Numbers 

retirees from business. 



outside parentheses are 'of academic retirees. Numbersjnside parentheaesare of 



Table 6.17 ' 

EMPLOYMENT SINCE KARLY RE^riREt'lBNT; 
BY ACADEMIC FIELD 



Field 


Never Smployed 


Employed 
Intermittent/Short-term 

"> 


Employed 
Part-time 


Employed 
Full-time 


Total 


Sciences 


2 


3 


7. 


2 


14 


Social Sciences 


3 


3 


2 


0 


8 


Humanitlos 


3 


2 


2 


0 


7 


Professions 


7 


10 


5 


0 


22 


Total 


15 


10 


16 


2 


/ 51 



NA = ono non-facull:y lihrnrinn 

NOTE: This tabJe inclnclcs only retirees from ncadeinlc institutions. 
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Table 6.18 
CURl^ENT mPLQYMENT STATUS 



Age at 
Retirewmnt - 


Not Employed 


j 

Employed 
Intermittent/Short-term 


Employed 
Part-time 


Employed 
Full-time 


Total 


67 


3(0) 


1(0) 


0(0) 




A 

'1 lu; 


65-66 


10(0) 


7(0) 


i> (0) 


U \\J) 


30(0) 


63-64 . 


1(3) 


1(0) 


5(0) 


-0(0) 


7(3) 


60-62 


2(7) 


1(0) 


3(0) 


0(1) 


6(8) 


55-59 


1(5) 


1(0) 


2(2) 


1(0) 


5(7) 


TO Lai 


25(15) 


11(0) ^ 


15^2) 


1(1) 


52(10) 



Numbers ouL&ide parentheses are of retirees from academic institutions, 
inside parenthoses are of retirees from business. 
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\^ Most of the respondents are satisfied with the ^imt of time 
they are v^orking, whethef it is. part-rL-ne , interniittently or not at all 
(Table 6\.,19) * However, the two respondents who currently were working 
-full-time said they would rather be working less. Kxcept for them, 
satisfaction, with the amount of paid work increases slightly with more 
intensive employment* 

Of course, it is possible to stay professionally involved in 
other ways them being employed* One can also ca-.-y on independent research 
and writing projects, participate actively in professional societies, 
consult without pay and perform various volunteer activities related to 
one's 5ieJ.d»- Counting these activities as well as employment in one's , 
field; 70% ok the early retirees in this study had been professionally 
involved at one time or another during their retirement (Table 6,20) . The 
percentage is again much higher for the retired faculty members than for 
the xetired corporate employees (83% vs. 33%). All 'but one of the academic 
retirees who had not been professionally active were over age 65 at the 
time of retirement. Finally, although academics in the humanities had a 
much lovrer employment rate than academics in other fields, they are 
comparable to the other academics in overall professional involvement 
(Table 6.21). 

Current professional activity follows much the same pattern as 
professional activity since retireineot (Table 6.22). 

General well-being cind activity 

The early retirees were asked how happy they were with their 
present lives compared with how they had felt about their lives in the few 
. years before r^tdrement. A majority (61%) of those responding said they 
were happier now than they had, been before (Table 6.23). , Virtually the 
same answer came fi^om the academics as a group and the retired corporate 
employees as a group. Many said they were more contented and relaxed 
because they now have the freedom to do what they want when they want. 
Many are also glad to be away from the tensions and pressures of business 
or academia. 
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Table v6, 19' 



SATISPACflON WITH CURRENT AMOUNT OF EMPLQYMENl^ 



Current 
Employment 
Status 



Employed 
Pull- time 



Employed 
Part-time 



Employed 
Short-term 
or Inter- 
mittently 



Not 

Employed 



Total 



MO « 6 



Unsure 



0(0) 



0(0) 



0(0) 



1(1) 



1(1) 



Would 
Like Less 



1(0) 



1(0) 



0(0) 



3(1) 



Would 
Like More 



0(0) 



0(0) 



1(0) 



4(4) 



5(4) 



Satisfied 



0(a) 



12(2) 



7(0) 



.19(9) 



38(11) 



NOTE: Numljers outside parentheses are of academic retirees. Numbers inside parentheses are of 
retirees from business. 
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Table 6,20 

PROFESSIONAL ACTIVITY SINCE E71RLY RETIREMKrrr; 
" ' ' BY AGE AT RETIItHMKNT ~ 





\ 

Ever Professionally Active? 


1 Age at 
Retirement 


No 


Yes 


Total 


67+ 


0(0) 


4(0) 


4(0) 


65-*66 


8(0) 


2?(0) 


30(0) 


63-64 


0(3) 


7(0) 


7(3). 


60-62 


0(1) 


tit A\ 


6(a) 


55-59 


1(5) 


4(2) 


5(7) 


Total 


9(12) - 


43(G) 


52(18) 











NOTE: Numljets outside pflitenLhuses are of retirees from academic 
institutions. NuiiVjrs inside parentheses axe of retirees 
from business. 
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Table 6.21 

r r 

PROFESSIONAL ACTIVITY SINCE EARLY RETIREMENT; 
^ BY ACADEMIC FIELD 



* 


Ever Professionally Active? 




No 


Yes 


Total 




I 


1 J 


11 


Social Scleiices 


X 


7 


8 


lIumanitiGS 


1 


6 


7 ^ 


Professions 


6 


16 


22 


Total 


9 


42 


51 



NA =» one non-faculty librarian 

NarE; Thia table includes only retirees from academic institutions. 



1 
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Table 6,22 
CURRENT PROFESSIONAL ACTIVITY 



Active Professionally? 



JVge at 
Retirement 



NO 



Yes 



Total 



67+ 



65-66 



63-64 



60-62 



55-59 



Total 



1(0) 



0(0) 



0(3) 



1(5) 



2(5) 



12(13) 



, 3(0) 



22(0) 



7(0) 



5(3y 



3(2) 



40(5) 



4(0) 



30(0) 



7(3) 



6.(8) 



5(7) 



52(18) 



NOTE: Numbers outside parentheses are of retirees from academic 
institutions. Numbers Inside parentheses are of retirees 
from business. 
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Table 6,23 



■ »0H HAPPINESS WITH CURKENT LIFE 
COMPAItES WITH ilAPPINESS BEFOItE RETI KKMHNT 



Age at 
Retircnnent 


Leca nappy 
Than Befpre 


Ambivalent 


Same • 


More Happy 
Than BGfore 


Total ^ 1 


67+ 


0(0) 


0(0) 


2(0) 


2(0) 


4 (0) ' 1 


65-66^ 


1(0) 


3(05 


6(0) 


15 to) 


25(0) j 
— 1 


63-64 


' 0(0) 


0(0) 


0(2) 


. 0(1) 


0(3) . 


60-62 


0(0) 


0(1) 


1(2) 


4(4) 


5(7) 


_ — . 

1 55-50 


0(0) . 


0(2) 


2(0) 


• 3(6) 


5(0) 


1 Total 


1(0) 




l-i(4) 


24 (11) 


3y(18)^-. 



MO = 13 



A 



NuTii; Nimibera ouLaldu teiiLlieaet. ate of retirees from academic institutions. Numbers inside 
parentheses are of retirees from business. 
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Well, if you take the last five years before, the retirement came up, 
1 I was really getting unhappy. I was frustrated. I knew I wasn't ^ 
making fiiy way the way I should have been making my way in the de- * 
partriental structure. And I've really been happier since I started 
' my leavfe and par^ticularly since I've gotten out here. (Al-4, science) 

I ttJLnk maybe 'a bit more happy^ because I'm'" getting more done, oh* the 
things I ' m , anxious - ^^o get done* before I check* in. . .Because of my ex-\ 
perience over the years., I feel sort of egotistically that I have a 
calling to- get*. thfem done. . (A2-5, science) 

Much more happy. Less tension, that's th^ main thing. And 'no more 
unnecessary "worry cibout your duties and re'soonsibilAties. .^I used . 
to feel sorry' for retired people'. I used to think they had been 
•'put on the shelf." ^ow.I go down there" and I feel sarry for the 
ones-who still have td do it, still have to publish and^cater to 
p\e dean and so forth. . (A2-8, profession) 

• I'd' say I*a more happy now because I am free of those frustrations 
and responsibilities. They weighed heavily on me. I was probably 
overly conscientious. I honestly don't m^ss my administrative job.^ 
I don't miss my teaching. I look back on those years with satis- 
faction, but I look forward to the futxire with happiness. (A2-13, 
profession) ^ . . . 

M6re happy. You know, most people won't admit it, but as you get 
older, it becomes more of a drag to get yourself into a classroom 
and be vigorous enough to impress th^^tudents. (A2-14, profession) 

I'm very happy. I didn't like the late '60s and early '70s very 
much. They were very disturbing years in universities everywhere. 
I didn't like the tremendous enrollments, the complicated iDureau- 
cracies, the period of two to three years of belligerent student 
attitudes. . .If I compare right now v^ith those last years, I'm far 
more happy. (A2-l§, science) 

Happier. Definitely. You know, one of the things that happens 
to a married couple when they've both been working is that, when 
they retire, they have more time to spend together, which may 
sound corny, but it's tjrue. And of course you have your own 
family, your own married children, your grandchildren. There's 
quite a lot' to fill up the days. (A2-24, htamanities) 

Well, I think I'm happier now than the few years before I retired, 
I think primarily because of the relief from pressure and commit- 
ments, having to work on schedule. . .It's better being able to 
choose people and things you want to do. . .And, when I was still 
at the university, working on the book after I retired, it was 
very satisfying to be able to concentrate on it instead of having 
to take two weeks off now and then before I could get back to it... 
And you lose so much steam when you have to break continuity in 
writing. (A2-35, profession) ' ' 
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I'm much happier now. I've got no problems/ other than my bad 
back which I',ve had for •years anyway. When the telephone rings, 
I know it's not a problem, somebody calling^ in sick or something.... " 
I'm able to do what I want to do. \ihen I don't want: to^ d6 
anything, I don'tl When I want to do something, I can.' (31-2, 
supervisor) # * • • 

Miich happier. As I said, I wish I could have enjoyed this way oT 
life tor the last ten yea-rs instead of two,,,I'm very busy, but 
not as busy and strained as I was in the last few years with the 
company. That was a rat race. It was the nature of the job, the 
extreme pressure and tension of th^t job. Seventy or eighty hours 
a week. Always a briefc'ase full of work to do at home on the week- 
ends.,. You can only go that pace so tong until you think, "My god, 
I got to get out of itl" (B2-8, corporaHe executive) 

About one-fourth of the resbondents said there was no change in 
how happy they were with their lives. Most of th^se said they were just ^ 
as happy as. before but in a different way or for different reasons. 

I'd say about the sam'e but in a different manner. Previous to 
retirement, I had the interest and challenge of my work^ parti- 
cularly the teaching, o Now it's taking things easier, doing what 
I want and not having to do it according to a schedule^ I'm very 
happy not having to spend half an hoar every day commuting. I 
think you can sum it up by saying, except for the fact tihat my 
retirement was involuntary, I'm enjoying it very much. '(Al-3, 
science) 

I'm just as happy as I'was before. I*'m not frustrated or ^jnhappy. 
I liked my work" I enjoyed it very much while I was teachifig, but 
I don't regret leavir..j ir. ..I think I feel irtore relaxed and less 
Ainder pressure now, but otherwise my mode of J.iving hasn't changed ^ 
very much. (A2-1, profession) 

I'm happy now. I think it's just a, different phase. (A3r6, 
profession) * i ' _ . 

I really wash't discontented when I was working. I was reason- 
ably happy. I am, of. course, more relaxed, now: and I can do 
more of the things that I wish to do... I'm more relaxed. That's ' 
the best way to describe it. As far as being happier or unhappier, 
I think that'-s about even. (31-11,-' engineer) 

□ntil you get off the treadmill, you don't realize how great 
another way of life can be... (but) I enjoyed my job so much. , 
' It was very creative, very interesting. . -See, I was pretty 
happy when I was working, and I'm happy now in different ways^ 
or for different reasons. I think it's about the same... I think 
it's more challenging. I think there's greater c hance for un- 
haopiness. (32-6, manager) 
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Only 12% of the re.';pondents were either ambivalenr or less happy with their 
current lives. The most coimnon complaints of these retirees were feelings 
of being sidetracked, nonproductive or bored. Alsq, several who were 
genuinely fond of their institution missed being in contact with it and 
knowing details about its affairs. 

I'm a bit perplexed occasionally with nothing to do. I enjoy 
routine. I like going to work, talking^ tcj* people, working 
with graduate students. The trouble-shooting types of things 
t that one does when one is a middle administrator; I enjoyed 

'doing that. You never knew when you went into work what you 
were going to do... I enjoyed the unknown part. . .Problems -could 
occur] cn the^ spur of the ^moment, which made the day interesting. 
(A2-^207 profession) 

Parts of it I'^ much happier with. If you talk about happiness 
* though, it's a strailge concept. Happiness is not necessarily 

* the elimination of unpleassmt things. They're different scales. 
I'm happy to not have the administrative details to worry about 

• an*^. take^my time. ..I'm happy that I'm free, to do what I wish... 
• But I miss my colleagues. I miss the uni}>ersity. And I'm"^ss 

happy in that respect. . .You know^. v;hen someone is being tortifred 
and you free him, he's less uncomfortable. But happiness i^'an 
' aspect you haven't dealt with yet. (A2-25, profession) ^* 
• * \ 

Well, there are pluses and minuse's. I must say I'm very satis- 
fied with, the way my life goes. I spend more time with my wife, 
which I enjoy. I have a much larger measure of freedom.* I 
couldn't play quite so fast or loose with my time before I re- 
tired. ,On the other hand, I enjoyed ^hat I was doing very much, 
and I think tliat in the nature of the case I miss — although not 
to the extent of tnaking me unhappy aoout it — I miss the 'ongoing, 
day-to-day contact and knowledge of the affairs of .the University. 
I'm very fond of the uniyersity, and I miss doing the things which 
kept me in contact with it. (A3-5, social science) 

* . • ^ ' • * / 

It does take some getting^ used to... I'm still not quite adjusted'.. 

If you enjoy what you're* doing, you put a grear deal more into it 

. than you may realize at the time. It can be very absorbing. And 

- when you chop>that off^ there is a void left, and it is extremely 

hard to sit on your bvjtt and do nothing... I think the only way 

you can honestly answer that is that both things are true: there 

are times when you^d no sooner, go back to work than fly, and there 

are other times when you can become bored and w" sh you ,had somethi 

more demandin'g, more stimulating to do. *It's a mixed bag. There 

axfi periods* of ups and downs, 'and I'm .sute^ that it's the same 

when you're working* :(32-4, manager) , 

I really can ' t answer that because there are pros and cons working 
and pros and cons in retirement.,. • I golf / and I like tennis, ' 

and I like fishing^ and I have plenty of tim^ to do those things 
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now. Plus* I do some cinsulj^ing work on the side. I like the 
work; and I can keep my own schedule. And the cons are when you 
have not much to do" Thatjs probahly boredom, I guess you'd call 
' " it. When the weather's nice, I'm not bored. I ha'-e plenty to 
do, (B2-7, manager) 

I miss being out of the mainstream.^ I miss not knowing as much 

about my corporation as I used to. " I'm very busxness-oriented, , . 

I feel somewhat sidetracked, that I've sidetracked myself. On the 

^ other hand, the advantages are the things I'm^ doing that I couldn't 

do if ' I were working. (B2-9, manager)' 

* • * " ** 

Only a few retirees said they did riot" have enough to do that was , 

interesting and challenging. Moreover, many retirees said they hardly had 

* * » * * 

enough time to accomplish all that th€=y v^arited to do. Most were simply 

devoting more time to interests they had had all their lives, bothers had 

develooed entirely new interests. ^ • 

' ^ ' r 

About one third of the early retirees had changed residences 

r 

since they retired (Table 6.24). This figure may have b^en higher if 37% 
of xiie early retirees had not been living already in areas which are- often ^ ^ 
considered ideal for retirement—California and Florida, for example.t On 
the other hand, many of "the early Yet irees who remained in the,*^orth,. ^ 
esciscially the academics who stayed near campus, .said they, woulji not think . 
of ieaving benLnd their famxly and friends and professional associations. 
The early retirees who moved had various reasons for doing so. Some said 
*they thoughf it was better psychologically to make a completely fresh 
start ana set new goals, for themselves in a^i>ew environment. Some moved 
for the change in climate, either because they or their spouses had a^ 
health problem or because they wanted the opportunity for year-round 
outdoor activity, A few were returaing to their original hometowns or 
else were joining friends or family*. ' ' ^ 

" Preparations for Early Retirement 

Since few of the interviewees had ssade Icng-rahge clans to retire 
early, it should not be surprising that a majority of the respondents had 
not prepared themselves specifically for early rerirement—finahcially or 
in ocher ways. ^ ^ 

13'6 • . - 
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Table 6,24 

WHETHER PRIMARY R£SID£NC£ HAS 
CHANGED SINCE RETIREMENT 



.Age *at 
Retirement 


SiO 


Vac 

xes 


Total 


67+ 






4 (0) 


65-66 


20(0) 


10(0) 


30(0) 


63-64 


6(3) 


1(0) 


r7(3) 


60-^1 


2(7) 


4(1) 


6(8) 


55-59 


2(6) 


3(1) 


5(7) 


Total 


33(16) 


19(2) 


•52(18) 



NOTE: Numbers outside parentheses are of retirees from academic 
institutions. Numbers inside parentheses are of retirees 
from business. 
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Only 37% of the early retirees said they had made specific 

•rv 

financial preparations for early retirement C-able 6.25). Most frequently, 
these retirees mentioned investments and savings as the means for preparing, 
themselves financially. Of course, the fact that ^ihe other retirees had 
not made financial plans specifically for early retiVement does not .-nean 
they had ignored financial planning altogether. In fact, nine out o^f ten 
early retirees mentioned divide.^.ds and interest among their current , 
sources of income, although the principal source of income* w^s almost 
always the retiree's pension. 

Only 39% of the early retirees said they had made specific 
non-financial preparations for early retirement (Table 6.26). Most 
frequently, they mentioned that they had sought a place to relocate^ and/or 
had planned a move; many had made special trips to study retirement 
<:omirtunities . Others mentioned that they had started phasingSjjJtyDf their 
work activities — not accepting new graduate students, cleaning out their 
files, training their successors, refusing new responsibilities, or even 
going on semi-retirement. Others said they had consciously developed 
outside interests and had lined up other activities for after retirement, 
and some said they had prepared themselves and their families psychologically. 
Two respondents said they had planned tp take a long trip immediately after 
retiring in order to g^et themselves out of the "work habit." Another 
respondent "experimented" with retirement during his last sabbatical, 
living in the community he and his wife had chosen for retirement and 
engaging in the same activities. 

" it is important to note that most of the retirees who had not^ 
made specific non-financial plans for early retirement said they would not 
■ do it differently if they had it to do again. 

Most (^86%) of the respondents did not feel they had received 
any formal counseling regarding their farly retirement decision or prepara- 
tiqns they should make (Table 6.27). On the 'other hand, 93% of those who 
had not received counseling said they did not feel they needed it or co^ild 
have benefited from it. Although many said i:- might be a good idea for 
other people, some said they doubted counseling could help anyone. 
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V Table 6.25 • \ 

FINANCIAIf PREPAIU^TIQNS MADE SPECIFICALLy ^QR EARLY RISTIREMENT 



Retirement, 


None 


t 

Inve'stments 


• 

Saving's 


Retaining 
Annuity from 
Other Job(s) 


Purchase of 
Suppleraeh- " 
tal Annuity' 


f 

other 




4(0) 


'o{0) 


0(0) 


. 0(0) 


0(0) 


• 0(0) 


65-66 ' 


46(0). . 


11(0) 


9(0) 


1(0) 


' 5(0) • . 


1(0) 


* 

63-64 . ^ 


1(3) - 


0(0) 


3(0) 


llO) 


• 0(0) 


0(0) 


60-62 


*5{6) 


1(0) 


0(1) 


0(0) 


0(0) 


0(2) 


1 55-59 


4(3) 


— — — I" ~.— 

. 1(3)- 


0(1) , 


.. 0(0) 


0(0) . 


0(2') 


1 Total 


30(12) 


13(3) 


12(2) 


2(0) 


5(0) 


1(4) 



MO = 3 

NOTE: Nunil)tirs ouLsldG parentheses are of retirees from academic institutions. Numbers ins 
parentheses are of retirees from business. 
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I NON-FINANCIAIi PREPARATIONS 
SPECIFICALLY FOR EARLY RSTIREME^TT. 



* 1 

1 






4 




Preparations Made 




Age at 
Retirement 


No 


Yes 


Total 


67+ 


2(0) 


2(0) 


4(0) 


S5-66 


12 CO) 


14(0) ' 


26(C) 


63-64 


0(3) 


' 1(0) 


1(3) 


60-62 


4(7) 


1(1) 


5(8)_ 


55-59 


■ 4(4) ■ 


1(3) 


5(7) 


^ T6tal « 


22(14) 


, 19(4) 


41(18) 



ERJC 



MO =« 11 

NOTE: Numbers outside parentheses are of retirees from academic 
institutions. Numbers inside parentheses are of retirees 
from business. 



Table 6.27 

WIlETilER FOimAL EARLY IlETIREMENT COUNSELING WAS RECEIVED 



Institution 


NO 




Total 


AI 


4 






A2 


24 


** 


28 


A3 


6 


1 


7 


-A4 


0 


U 


u 


Bl 


(8) 


(0) 


(8) 


B2 ; , 


(6) 


(1) 


(7) 


Total 


34(14) 


7(1) 


41(15) 



MO = 14 

NOTE: Numbers outside parentheses are of academic retirees. 

Numbers inside parentheses are of retirees from busines 



141 



Retiree Evaluations of the Sarlv Retirement: Programs 



All but two of the early retirees were either satisfied or very 
satisfied with the provisions of' their, early retirement arrangements 
(Table 6.28). By far the largest number were very satisfied. Indeed, many 
of the respondents seemed to be enthusiastically in favor of the programs: 

I think the arrangement is 'eminently fair and attractive...! 
just hope the program becomes, larger so that more people can^ 
retire early, not only for themselves but also for the benefit 
of the younger people. (Al-2/ science) - 

' Beautiful. I think that —whatever scale you use — you put it 
right up there at the top. (A2-17/ science) 

This plan was a godsend to me. It gave me the chance to get 
out early... I think getting the deal that we get is doing 
oretty well. You can't kick at that. I don't know of any more 
generous in the nation. I don't know of any other that allows^ 
almost five years of coasting at almost the same salary you haa 
while you^were there. (A2~21, social science) 

I think I was damn lucky. I mean, to have early retirement. 
As you say, there are only four schools that have it so you 
know I was lucky... One could always wish there were more money, 
but that would not be realistic. What they're doing now is 
extremely generous. (A2-23, profession) 

I think it's a good idea. It's a tremendous idea. I hope that 
they propagate .this through all the universities. (A3-1, science) 

It's awfxil hard to beat that plan. (31-12, supervisor) 

The special payment program itself is very good and basically 
quite^ simple* and works^very well. (B2-3, manager) 

On the other hand, many respondents hesitated recommending the 
early retirement option to everyone. They said it definitely had to be an 
individual decision since everyone's standards are different. However, they 
generally praised the voluntary early retirement programs for the added 
flexibility they offer the individual. 

It's definitely a matter of individual choice. For some people, 
early retirement may be disastrous. (Al-2, science) 

I think it's good, at least for me. For somebody else, it 
might not be. (A2-3, profession) 
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SATISFACTION WITH THE PROVISIONS 
OF THE EARLY RETIREMENT ARRANGEMENT 



1 

Institution 


1 

Verv 
Dissatisfied 


Dissatisfied 


Satisfied 


Very 
Satisfied 


Total 


Al 


C 


1 


0 


5 


6 


A2 


0 


1 


6 


22 


29 


A3 


0 


0 


0 


7 


7 


M 


0 


/»» 
0 


0 


0 


0 


Bl 


(0) 


(0) 


(2) 


(7) 


(9) 




(0) 


(0) 


(0) 


(9) 


(9) 


Total 


0(0) 


2(0) 


6(2) 


34(16) 


42(18) 




i 



MO « 30 



NOTE: Numbers outside parentheses are of retirees from academic institutions. 
-rJj^' Numbers inside parentheses are of retirees from business. 
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I think it's a very good one as a matter of fact* It permits 
a great deal of flexibility. If you feel able and willing, 
you can teach on td 70. If you don't feel you can — for health 
reasons or otherwise — you can retire amytime between 65 and 
70. (A2-16, social science) 

, ,As I say, it depends on the individual. In 'my own case, I felt 
it was very advsmtageous because it would allow me to do things 
,that I couldn't do otherwise. Of course/ every person has dif- 
ferent' standards, and it wouldn't be right for everyone, I 
think it's just another alternative in the retirement system that 
gives .people a little more freedom* {A3-2, science) 

For me it was an offer I couldn't refuse, but I can understand 
how many people couldn't accept it* ♦♦You take some of the 
* people on the clerical staff. ^Say they make $15,000, Then 
two years* salary spread out over four years isn't much of a 
kicker. (B2-7^ manager) 

Most of the early retirees seemed to le very reali.stic ai;^ut, and 
sympathetic with, the reasons institutions have for implementing early 
retirement programs — that is, to increa. ^ faculty turnover, make room for 
younger people who may be more energetic and ambitious, free uc\ posijt:ions 
for faculty with needed backgrounds or 'skills, get rid of some older people 
who may be less productive; and, in some instances, to save costs by replacing 
higher paid, older faculty with lower paid, younger faculty. The early 
retirees also seemed to recognize the high costs of some early retirement 
options, which the institutions must weigh against the benefits of these 
programs . 

The dean's attempt to get faculty to retire early to make ' ^ 

room at the bottom is a very solid plan, academically and 
pragmatically. It is very good for the university. 
(Al-1/ science) 

I'm really surprised at how generous it is "because I have 

some fairly good ideas of how much this is costing the'uni-, 

versity out of their academic budget... On the other hand, they 

don't have to provide me with an office or rscretarial services. 

(Al-4, science) 
♦ • 

I think it'.s a nice deal.\ Of course, the fringe by-product , 
is that other .people can find jobs. For instance, we've 
increased the number of women in our department. A young 
woman got my job, for example. (A2~4, social science) 

It is kind of -expensive for che university. If they csm't 
continue it, if it becomes too expensive for them, I think 
^ they should drop the regular recirement age to 65.., I know 



too many people who coast from 65 to 70. They get into a 
very high salary bracket, which they don't want to give up, 
but they lose their interest in research and in effective 
teaching, even in their students. (A2-13^, profession) 

I think the university financial arrangement is so exceed- 
ingly generous that I wonder how they really can continue 
with it. But I recognize that it is a benefit to loosening 
up some plans -where the tenured facility are very tight so 
by having an early retirement program there are opportunities 
for changes to be made... I suppose some of the people who 
are coming in to replace the retired faculty are at a lower 
salary so it isn't all loss and no gain. (A2-35, profession) 

It does have the advantage of substituting younger people 
more quickly, especially if some of the older faculty mem- 
bers aren't so interested in being active in teaching any- 
more . i . G^etting younger people onto the^faculty is important 
because often they're the ones with new ideas and certainly 
with more aaiition. (A3-2, * science) 

There's the university aspect you haven't mentioned. The 
university profits by getting rid of us old guys, which 
is realistic. Being able to replace professors who have 
lost usefulness, sav:Ug.the big salaries, that's part of 
, the package of this thing/ (A3-4, science) 

'It does cost them a lot of money. They actually only get 
one-half of the salary savings back. The rest they- have to" 
pay into the retirement system. Of course, thay still get 
the other half. I think this is a big advantage to the 
university. Also, i think an advantage to the university 
is that, given the physiology of age, most people after 6'0 
or 65 are just not as capable of doing prolonged or inten- 
sive work as before. (A3-8, science) 

I think a company can only offer as good an early retirement 
program as its financial conditions permit. And my own feel- 
ing is that a company isn't obliged to keep you forever in ^ 
the style to which you've been accustomed. (Bl-3, manager) 

It provides the company opportunity to move people through 
the business and adjust their manpower resources. (B2-3, 
manager) 

I think the company must'^ave seen the advantages of making 
early retirement attractive in order to free up positions, 
get rid of some older people, many of whom are not as produc- 
tive as they once were. . .Although the company has done thess 
things which have benefited me, I think it has benefited the 
company, too. (B2-9, manager) 
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We asked the interviewees whether, despite their general satisfac- 
•tion, they felt any changes should be niade in the provisions of the arrange- 
ments or whether they thought any additional options should be offered. ' 
Not many respondents had specific changes or alternatives to su^ggest. Also, 
in oost instances, the suggested changes were specific to particular types 
of arrangements offered by one or more of the institutions. For example, 
12 of the 29 retirees from institution A2 felt that the rule forbidding 
gainful employment during the early retirement period ought to be rescinded 
or at least made more flexible. On the other hand, a number of the other 
employees from institution A2 felt the rule was quite reasonable, given 
that the early retirees in effect were still receiving university salaries. 

As another e.xample, three of the nine retirees from institution 
B2, where the early retirement arrangement is a lumprsum severance payment 
paid out over four years, wished they cculd have had the option of spread- 
out or deferred payments. Primarily, they were concerned that the payment 
boosted them into a higher income ta.x bracket for the first four years of 
retirement, but they also raentioned that the tremendous drop in income 
after the fourth year could be a problem. 

Although inflat-on seemed to concern a number of the early 
retirees, only six recommended that, full or partial cost-of-living 
adjiistments be added to the early reti.rement arrangements. 

Five early retirees said they felt the special early retirement . 
opticn should be available to a wider range of people—that is, to those 
in lower age or years of ser^/ice cohorts. Also, several of tho respondents 
from institution A2, where the raandatory retirement ige is 70, felt the 
whole retirement system should be redesigned for mandatory retirement and 
maximum benefits at age 65. (Again, it should be noted that many of the 
other respondents would net have agread with them.) 

ks a group,. .the early ret-irees were extremely well satisfied with 
the administrative handling cf their early retirements (Table 6.29). 
However, the respondents from inst\fJtion A3 seemed to be generally dis- 
satisfied. They complained about their inability to get adequate informa- 
tion, the administrative staff's obvious lack of kiiowledge about the early 
ret.irement benefits, requirements and orocedurfes; the awkwardness of 
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Table 6.29 

SATISFACTION WITH AUMINISTRATIVE HANDLING 
OF THE EARLY RETIi^MENT ARRANGEMENT 



Institution 


Very 
Dissatisfied 


Dissatisfied 


Satisfied 


Very 
Satisfied 


Total 


Al 


' 0 


0 


2 


4 


6 


A2 


0 


0 


6 


21 


27 


\^ A3 


1 


3 


1 


2 


7 


\ 


0 


0 


0 


0 


0 


Dl 


(0) 


(1) 


(1) 


(7) 


(9) 


' D2 


(0) " ' 


(0} 


(1), 




(8) 


1 Total 


1(0) 


' 3(1) 


9(2) . 


27(14) 


40(17) 



K,0 = 13 

NOTE: Numbers outside parentheses are of retirees from academic institutions. 



Numbers inside parentheses are of retirees from business, 
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dealing with administrative staff at several levels— depart*-nental, campus- 
wide, and central university; the awkwardness of dealing with two different 
systems—the retirement system and the academic structure; the profusion 
of confusing written agreements to consider; <Jelays in the processing o-f 
'retirement papers; and disagreements or misunderstandings over interpre- 
tation not only of the individual contracts but also of the university 
policy. In contrast, the other retirees made a point of saying that the 
opposite v^s true of their institutions —that is, the early retirements^ 
were handled very smoothly, very routinely, with a minimum of paperwork and 
a^great deal of concern that the retiree fully understand the agreement. 
The programs at some of these institutions were just as new as the program 
at institution A3. . 

Summary ^ 

Early retirement apparently has benefited the respondents in this 
study. Almost all the early retirees are satisfied with their decision. 
iMoreover, a majority said they are happier -now tharf they were before retire- 
ment; and most said that retirement has had no negative effect on their 
standard of living/ Nearly all the early retirees are satisfied with the 
way their retirements were hsmdled. 

These interviews weren't designed to determine the benefit of 
early retirement to the institutions involved. However, some tentative 
conclusions regarding the academic institutions might be drawn from the 
following facts: 

• 40% of the retiring academics said they had lost interest 
in or iiad-become dissatisfied with their work, or else 
felt the pressures of working were too great; 

• 21% had health problems or disabilities; 

• 15% said they were dissatisfied with the quality of their 
own performance; and 

• 12% said they were dissatisfied witih or could nor adapt ^ 
to the changing administration or academic focus of their 
departments or universities. 
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• Overall, 56% of the atadeinics mentioned at least OQp of 
• • these reasons for retiring early, any one* of which could* 
^have an adverse effect oh a faculty member's productivity 

and effectiveness, 

• ^ , *. 

Although other factors (such as cost) must be weighed when 
assessing the benefits of early retirement programs to a university, it 
is clear that aarLy retirement at least may benefit the university by 
providing some disaffected or less effective faculty a g|raceful exit. 
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^Carl Vemon Patton. "Early Retirement in Ac&demia: Making the Decision." 

The Gerontolocist, Vol. 17, No. 4/ 1977. 

*• " — ^ 

*^"Years of service" as u^ed in this chapter is not synonymous with "year's 
of service creditable to retirement." Rather, it means the 'number of 
years of employment with the institution providing the early retirement 
benefits. 

* ) * ' • 

'*xn this vein, eight ol the respondents from institution A3 were asked 
during a- preliminary study whether they had planned to rsture when they 
did, oV had retired sooner or. later than they had originally planned. 
Si:f out of seven respondents to this question said they retired sooner 
than they had planned. 

'^Note that this vas an dpen-ended, rather than multiple-choice auestion. 
Individual respondents mentioned anywhere from one to five reasons for 
retiring early". A maximum of three responses per respondent were 
included in the analysis in order to eliminate minor reasons for retiring. 
This had nanL-nal effect on the rank order of the reasons across res^oncents. 

■ ^Note that this was an open-ended, rather than multiple-choice, question. 
Also, there was no double-countinc across categories. 

^To be classifed as employment, an activity must have been remunerated with 
more than a token honorarium or paid expenses. A "full-time" activity 
must have been scheduled for five full days per week every week cOid must 
have -continued for 30 days or more. A "part-time" activity, although 

^ it 'presumes less than five^'days ner week, must alsc have been' weekly and 
must Also We continue^for 3C days or more. "IntermittentAhort-term 
activities include all those which were not weekly or were less than 30 
days in length. They also include all special projects and ad hoc tasks, 
whether or not they meet Lhe other full-time and part-time activity 
criteria. There is no double-counting in the employment tables. Instead, 
"full-time" subsumes persons" who had worked both full-time and in one of 
the other categories, and •^•>art-time " subsumes those who had worked both 
part-time ^u^d on intemit£enk, short-term tasks. 

\ . " J* 

"^Note that this was an open-ended, rather than multiple-choice, question. 



7. LEGAL QUESTIONS CONCEKNING HABLY RETIREMENT* 

In recent years there has been new federal legislation covering 
retirement plans. This legislation and subsequent court decisions have 
affected the activities encompassed by retirement plans and practices. 
Because ^of, and in spite of, these occurrences, there is an area of 
ambiguity surrounding legal issues in retirement's they pertain to 
institutions of higher -education. Public and private institutions are 
differently affected by the existing legislation, and the subject is 
sufficiently in flux to warrant the exercise of caution in making assump- 
tions about the applicability of specific provisions of the law to specific 
programs and institutions. Nevertheless, we will attempt to describe the 
present state n^- affairs as it applies 4:o colleges and universities, as 
well as to point out some possible future developments. 

Funding Requirements and Tax Implications 

The term "retirement plans," for our present purposes, includes 
pension plans as defined and covered by the Employee Retirement Income 
Security Act of 1974 (ERISA) , and other retirement plans not covered by 
ERISA. It is the latter category in which we are primarily interested 
since in them, supplemental plans can be incorporated to make early retire- 
ment more attractive to certain employees. To ^ut such supplemental plans 
in perspective,, however, some discussion of pension ^i^lans covered by^ ERISA 
and the tax implications of qualification of plans by the Inter.nal Revenue 
Service is essential. 
Pension plans covered by ERISA 

The Employee Retirement Income Security Act of 1974 (ERISA) defines 
the terms "employee pension benefit plan" and "pension plan" to mean "any 
plan, fund or program . . . established or maintained by an employer or by 
an employee organization, or by both, to the extent that by its express 
terms or as a result of surrounding circumstances such plan, fund, or 
program . . . provides retirement income to employees or results in a 
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deferral of income bv employees for periods extending to the termination 

of employment or beyond, regardless of the method of calculating the benefits 

under the plan or the method of distributing benefits from the plan," 

Qualified pension plans . Pension plans chat meet Internal 
Revenue Service requirements for the tax advantages described below are 
known as "qualified" plans. 

First, liberal amounts contributed by, an employer to a qualified 
plan are deductible on the employer's income tax return, for that year, 
iust as the emoloyer gets a comoarable deduction for other types of 
compensation paid -to employees. But where a qualified plan is concerned, 
the employer gets the deduction currently despite the f$ct that the employee 
may receive no benefits from the plan that year. Thus the employer may 
accumulate a fund for employees, a.nd at the same time suffer no current 
tax disadvantage. 

Second, the employees under the plan are not taxed while- their 
benefit funds are accumulating. They are taxed only on benefits when the 
funds are actually received or made available. If received on retirement 
or termination of emploi-ment, a large amount may be taxable not at current 
income ta.x. rates but at the lower long-term capital gains rates. That 
portion not eligible for capital gains treatment may qualify for 10-year 
forvard income averaging. • ^ ■■ _ 

Third, on death, the amount credited to an employee's account 
under the plan can pass to a beneficiary (other than an estate) free of 
estate tax, to the extent attributable to employer contributions. And the 
first $5,000 of the death be.nefit from a deceased employee's account 
. (attributable to employer contributions) can go to his beneficiary free of 
income tax. Of course, the employee's contributions are recovered tax-free. 

Fourth, an employee with a vested' interest in a qualified plan 
usually need not pay any gift tax when the employee irrevocably designates 
a beneficiary to receive payiaents at the employee's death, tc the extent 
the survivorship interest -is attributable to employer contributions . 

The basic require-me.nts for pension plan quaiif icatiion were 
generally not conceptually altered by ERISA. The terms of the plan must be 
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set forth in a written document. The plan must be intended as permanent 
and continuing. The assets of the plan sponsor (employer or employee 
organization) must be kept separate and protscred so that the plan is 
operated for the exclusive benefit of the participants and beneficiaries. 
The plan must benefit employees in general and noc merely a limited number 
of favored employees. A qualified pension plan may not discriminate in 
favor of officers, shareholders, and highly compensated employees as to 
coverage, contributions, or benefits. ERISA has enlarged the participation ' 
and vesting requirements in order to foster the accrual and preservation of 
benefits for all classes of actual and potential plan participants . _ The 
plan must provide definitely determinable benefits. 

N6n-aualified pension plans . Most pension plans that do not meet 
IRS requirements for qualified plans were nevertheless severely affected by 
the passage of ERISA in 1974. In contrast to Title II which amends the 
Internal Revenue Code of 1954 relating primarily to qualified pension plans. 
Title I applies to most employee pension and welfare benefit plans, whether 
qualified or not, established or maintained by employers engaged in inter- 
state commerce or by employee organizations representing employees engaged 
in interstate commerce.^ Title I, known as the Labor regulatory provisions, 
is concerned with the protection of employee benefit rights, and therefore 
contains provisions pertaining to participation, vesting, funding, reporting, 
disclosure, fiduciary responsibility, and enforcement of rights. In many 
respects these provisions are essentially the sam^ as the IRS requirements 
for pension-plan qualification. Tnus, except for the procedures involved 
and "the subjection to scrutiny "inherent" in the tax advantages of "qualified- 
status , the regulation of qualified and non-qualified pension plans covered 
by ERISA :rundates appears to be identical. Actually, the Labor Department 
has provided very little guidance on coverage of non-qualified plans under 
ERISA. Noting that many non-qualified plans are covered by Title I of 
ERISA, William D. Chadwick, Administrator of Pension and Welfare Benefit 
Plans for the Department, told an American Law Insticute-American Bar 
Association meeting in October, 1976, that non-qualified plans are orobably 
the most difficult type of plan to define. 
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»An employer gets no deduction for a contribution to a non-qualified 
^plan until the employee includes that contribution in his gross income. 
Xjeaerally, the employee need not report the income on his tax return until 
his right to the money is nonforfeitable. The benefits will be deemed 
forfeitable if the employee must continue on the job to receive them. 

ERISA Sec 3(36) defines the term "excess benefit plan" as a plan 
-maintained by an employer solely for the purpose of providing benefits for 
certain employees in excess of limitation on contributions and benefits 
imposed by Section 415 of the Incernal Revenue Code of 1954 on plans to 
which that section applies, without regard to whether the plan is funded. 
Funded excess benefit plans are subject to ERISA, but are quite rare. 
Unfunded excess benefit plans are excluded from ERISA coverage on the 
grounds that employees who benefit from such plans need little, if any, 
protection by the law; because the plans are unfunded there are few fiduciary 
problems . 

There are many occasions where a non-qualified funded excess 
benefits plan will fit in with the employer's policies. He can pick and 
choose the benefits and the employees to benefit; he can supplement the 
benefits of a qualified plan for handpicked employees; he need not treat 
all employees alike, always keeping in mind that only employees may benefit. 

Non-qualified arrangements can be made particularly attractive, especially 

/ 

if the employer is willing to forego tax deductions in order to defer 
employee liability to taxation until such ^ime as the employee receives 
benefits under the arrangement. 

As an alternative to the establishment of a trust, an employer may 
finance a funded excess benefits plan by the purchase of an insurance con- 
tract to provide assurance that the payment will be made. The proceeds are 
not made payable to the employee; they are paid to the employer. The 
employer doesn't get a deduction for the premiums paid but the proceeds are 
non-taxable to it when received and a deduction is available for the amounts 
paid out' to the employee. The employee realizes no immediate income by 
reason of the insurance policy; the payments are, of course, taxed to the 
employer as compensation income . 
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Annuity plans for tax-exempt institutions . Qualification or 
non-qualification of pension plans becomes less important for many colleges 
and universities which qualify as tax-exempt institutions under Section 
501(c)(3) of the Internal Revenue Code. According to the Code, exeirotion 
from federal income tax is available for: 

corporation, and any community chest, fund or foundation, 
organized an operated exclusively for . . . educational 
purposes, ... no part of the earnings of which inures 
to the benefit of amy private shareholder or individual, 
no substantial part of the activities of which is carrying 
on propaganda, or otherwise attempting to influence 
legislation, and which does not participate in (including 
the publication or distributing of statement) , any political 
caii5>aign on behalf of any ceuididate for public office. 

Under Section 403(b) of the Code employees of such tax-exempt 
educational institutions are eligible to exclude from their current gross 
income amounts paid by their employer toward the purchase of an annuity or 
into a custodial account. The amounts so contributed are taxable to the 
employers only when received by the employees. The employees' rights must 
be nonforfeitable and the annuity must not be subject to the provisions of 
Section 403(a) of the Code relating to qualified annuity plans. If two or 
more annuities , are established under Section 403(b) for one employee, they 
will be treated as one contract. A contract purchased under Section 403(b) 
may include provisions for life insurance, but only if the life irisurance 
protection is merely incidental. 

Previous law required the purchase of an annuity contract from an 
insurance company. However, ERISA permits amounts contributed to be held 
in a custodial account and invested in the stock of regulated investment 
companies (as in a mutual fun'') . 

The yearly contributions which may be excluded from the employees 
gross income must not exceed his "exclusion allowance." The exclusion 
^.ilowance is equal to 20% of the employee's includable annual compensation 
multiplied by his years of service, and reduced by the amounts which were 
contributed by the employer in previous years. However, ERISA added a new 
Section 415 to the Internal Revenue Code which sets some overall limits on 
contributions and benefits fcr qualified plans but provides relief for 
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Section 403(b) plans by means of three alternate "catch-up" provisions 
which allow higher contributions in later years to "catch up" for lower 
contributions in earlier years of empLoyiaent. Excess contributions to a 
Section 403(b) annuity, above the exclusion allowauice or the alternative 
"catch-up" provisions, will not disqualify the plan. But the excess will 
reduce the exclusion allowance and force the employee to include such 
excess in his gross income. An excess contribution to a Section 4C3(b) 
custodial account will be subject to a 6% tax on over funding uncil the 
excess is eliminated. 

While it is not our purpose to discuss this tax-sheltered annuity 
plan in detail, some significant tax benefits are available which should be 
considered by any tax-exempt educational institution in its retirement 
income program for employees. 
Retirement plans not covered by ERISA 

Two categories of employee benefit plans excepted from ERISA 
coverage are "governmental" plans and unfunded "excess benefit" plans. 
Also, there are various other lump-sum and annuity arrangements which are 
used to supplement early retirement income and .which are not covered by 
ERISA. 

Governmental plans . Plans established or maintained by the 
Federal Government, or by the government of any stats or political subdivi- 
sion thereof, or by any agency or instrumentality of either, for its 
employees, are exempt by the provisions of ERISA- Thus any governmental^, 
educational institution is free of ERISA regulation with respect to its 
employee benefit plans, at present. It should be noted that there have 
been some pressures on and in the Congress to make public employee retire- 
ment systems subject to federal regulation. Although some public employee 
retirement systems have been qualified (or considered qualified) by IRS, 
most are technically non-qualified. 

Supplemental plans . The development of supplemental retirement 
income plans in colleges and universities has shc--m consi^.erable imagination 
Methods used to achieve benefits and other objectives have varied consider- 
ably from institution to institution. The tailoring of supplemental plans 
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to individual and unique institutional needs, has made consideration of 
ESISA coverage on these plans very complicated. 

Gratuitous payments to pre-ERISR retirees . Prior to the enactment 
of ERISA, September 2, 1974, many employers, some institutional, supplemented 
the income of retired employees by voluntarily making extra payments to them. 
The purpose of some such payments was to counter the impacc of inflation on 
pensions which had been fixed when the employees retired. . Under Department 
of Labor regulations'* such payments do not constitute a pension plan, and 
are therefore exempt from ERISA regulations, if: 

• payments are made out of the general assets of the _ 
employer; 

• payments are made only to employees who were separated 
from the service of the employer prior to September 2, 
1974; 

• payments to such employees commenced prior tq September 
2, 1974; and 

• each former employee receiving such payments is notified 
annually that the payme.nts are gratuitous and do not 
constitute a pension plan. 

Obviously, such gratuitous payments have no application for any 
employee who separated from employment on or after September 2, 1974. 

Severance and supplemental payments . In April, 1976, the 
Department of Labor announced that its regulations were being revised to 
expand the definition of severance and supplemental payments to retirees 
that will riot be considered as pension plans covered by ERISA. The changes 
were made in response to negative reactions to the previous rules which 
-were motivating employers to discontinue many severance and supplemental 
payments because they were subject to ERISA participation, vesting, funding, 
fiduciary responsibility, and reporting and disclosure standards. 

With respect to supplemental payments not covered by ERISA, the 
Department indicated its intention to extend the cut-off date from 
September 2, 1974, to permit supplemental payments outside a pension plan 
for persons who retire before the end of 1976. The pav-ments must come from 
the employer's general assets and not be part of an employee benefit plan. 
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Supplemental payments cannot be communicated to an employee before retire- 
ment. The payments cannot be granted for more than one year at a time and- 
there must be no legal obf.igation to make the payments. All recipients 
must be informed of these conditions in writing. 

The Department intended^ at the time- of .the. announcementv,. Jihat 
the definition of severance pay not covered by ERISA would be expanded to" 
include payments made apon separation from ser-/ice which do not exceed two 
years final annual compensation, or extend for a period of mere than. 12 
months beyond normal retirement or elected early retirement. The payments 
must come from the employer's general assets and be identified as severance 
pay rather than a pension. 

No such revised regulations have been seen, arid the status of 
these policies is dubious. 

Unfunded excess be'nefit plans . The question of whether an excess 
benefit plan (as defined above) is funded involves a .nuraber of factors, 
the most important of which is whether employee (s) under the plan have 
preferred- status. If benefits are guaranteed or if an employee has a 
direct interest in an annuity or insurance contract, the plan might be 
considered to be funded, and sub:|ect to -ERISA. 

Nevertheless, many unfunded excess benefit plans exist and serve 
the purpose for which they are intended, without regulation by ERISA, or by 
agencies administering ERISA. Such plans are used with or without contractual 
obligations. Typically, an employer agrees to pay out of current general 
.assets the difference between a pension benefit from early or- normal 
retirement (plus sometimes Social Security) and some stated level of 
benefit objective. The payments become taxable inccme to the" retiree when 
he receives^ them. 

Legal Aspects of Ace Discrimination 

The A^e Discri-Tiination Ln Emplo'/ment A ct of 1967 

The Age DiscrL-nination in Emcloyment .Act of 1967 (Public Law SO-202) 
prohibits virtually any form of discrimination because of age in hiring, 
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discharge, compensation, terns and conditions of employment, employment 
referral, or advertising. Coverage is explicitly limited to persons who 
are 40 to 6S years old. The Act applies to employers with 20 or more 
employees engaged in an industry affecting commerce, to employment agencies, 
and to labor .organizations. The teim "employers" includes state and local 
governments and governmental agencies. The Act is enforced by the Secretary 
of Labor, who can ccnduct investigations, issue rules and regulations in 
administration of the law, and bring legal proceedings when voluntary 
compliance cannot be obtained. 

A case brought imder the Age Discrimination in Employment Act usually 
alleges a discretionary pattern which, if accepted by the court, shifts the 
burden of proof to the defendant to justify the particular practice involved 
by demonstrating that it is not' prejudicial. For example, m the case of 
Schulz V. Hickok, 358 F. Supp. 1203 (N.D.C. 197.3), a 56-year-old district 
sales manager was one of seven 5uch managers discharged by Kickok during an 
18 month period. During this period the average age of all district sales 
managers declined from 53 to 40. Kickok contended that it was attempting 
to revitalize its management and that the s'ales manager was only an average 
producer. The ccart held that a prima facie case (one which can be overcome 
only by contrary evidence) had been established. The skies manager was 
awarded damages and reinstated. In Wilson v. Kraftco Corp., 501 F. 2d 84 
(5th Cir 1974) , the fact that a 62-year-old employee who was not incompetent 
had been replaced by one aged 50 was found sufficient to establish a prima 
facie case. The court found that a prima facie case is established when the 
plaintiff shows: 

• membership within the protected class; 

• involuntary retirement; 

• apparently satisfactory job perfoznnance; and 
c replacement by a younger person. 

One appellate court recently held that an employee may recover even 
if only one among several factors in the decision to discharge was relat'-Q 
to age discrimination (Laugeson v. Anaconda Co., 510 F. 2d 307, 6th Cir 
1975). However, even more recently, a federal district court held that 
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age bias, unlike race or sex discrimination charges, requires that the 
complainant prove that age was tlia detennining factor in the eraployer's 
action, not si.-nply one of. many factors considered . The employer had found . 
it necessary to reduce his work force and therefore induced two foremen in 
their late fifties to retire early. The foremen claimed age discrimination 
and contended that the employer saved money by discharging them instead of 
younger workers since they earned higher pay and would be in line for higher 
pension benefits if they remained on ihe job and retired at an older age. 
The court observed that the Age Discrimination in ^Employment Act "was never 
intended to be a panacea for all older workers terminated or not offered 
employment by an employer." The court said, "Both the legislative history 
and the Department of Labor regulations tend to support the proposition that 
higher labor costs associated with the employrr.ent of older employees constitute 
•reasonable factors other than age" that an employer can consider when faced 
with possible termination of an older employes" (Mastie, et al. v. Great 
Lakes Steel Corp., U.S.D.C.S. ."^ich.. No. 38631, December 20, 1976). 

It is clear that an employer cannot discharge an employee simply 
because of his age. ' Pursuant to a consent decree between the Department of 
Labor and the Standard Oil Company of California, a subsidiary of Standard 
Oil oaid ariproxima^ely $2,000,000 to 160 former employees who were discharged 
simply because of their age (U.S.D.L. 74-248, May 16, 1974). But an 
exception in the Act permits differentiation based on "reasonable factors 
other than age", as in the Mastie case above. William Hamblin suggests in 
a recent paper that an employer may be able to overcome an initial statistical 
demonstration suggesting discrimination if he is able to substantiate the 
existence and use of objective evalu'ative criteria and thereby qualify for 
this exception.^ In educational institutions, as in other organizations, 
higher salaries are generally paid to older, more experienced, persons. 
However, it would seem prudent not to rely solely on the proposition that 
higher labor costs constitute reasonable factors other tha.n age; objective 
evaluative criteria should be utilized. But, as a further caveat, Kamblin 
cautions that "if an educational i.".stitution should suddenly tighcen up its 
standards, and^ it can be shov,-n that one important factor was financial (as 
related to years of service) , then a faculty member who is being dismissed 
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aild who is within the age range covered by the act may be able to successfully 
allege a violation constituting age discrimination." 

A more reliable, though still risky, exception to the Age Dis-crinina- 
tion in Employment Act provides for differentiation in order lo observe the 
terms of -a bona- fide seniority system or benefit plan. An jnterpretive regula- 
tion of the Department of Labor seems to authorize involuntary early retirement 
■ irrespective of age if the retirement is pursuant to an acceptable overall 
plan. Many courts have found involuntary retirement programs unacceptable 
for other reasons. But in 1976 the federal district court for Hawaii took 
the position that the Hawaiian Telephone Company could force employees to 
retire early because the possibility of such action was part of the terms 
of a bona-fide retirement plan and because the plan would provide involuntary 
retirees with "substantial benefits." The court cited the exception in the 
Act which provides that it shall not be unlawful for an employer to observe 
the terms of any bona-fide employee benefit plan which is not a subterfuge 
to 9vade the purposes of the law. The court^re jected the telephone company's 
reliance upon Brennan v. Taft Broadcasting C^. , 500 F. 2d. .212, a 1974 decision 
in which the Fifth Circuit Court of Appeals has held that any bona-fide plan 
in effect prior to the Age Discrimination in Employment Act was automatically 
not a "subterfuge." The District Court for Hawaii said all bona-fide plans 
in effect prior to the Act were not autoiratically ."grandfathered. " A court 
must still look to see whether a plan, as applied, does discriminate. The 
court decided that the word "subterfuge" as used in the Act is applicable 
only if the employer "uses a retirement plan as a subterfuge to retire an 
employee without the payment of substantial benefits." The court concluded 
that the $120,000 received by the eight retirees in the short time between 
retirement and the court action constituted substantial benefits (Dunlop v. 
Hawaiian Telephone Co., 415 F. Supp. 380, U.S.D.C., Hawaii, No. 75-293 
June 23, 1976) . 

New York City's plan to avoid discharging younger workers by compel- 
ling older workers to retire before the normal retirement age of 65 was ruled 
unlawful by the Labor Department, even though the workers' retirement income 
would have equalled their job pay (U.S. Labor Dept. Asst. Regional Director's 
letter to Mayor of New York, December 13, 1974). '■^ile an employer can require 
an employee to retire before age 65 in accordance with a bona-fide retirement 
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plan, the employer cannot require an employee who is not covered by the 
plan fo retire before age 65 (Brennan v. Tafr Broadcasting Co.). 

One employer proposed to change his pension plan co permit involun- 
tary retirement at the discretion of management. The Labor Department said it 
would "have reservations about the bona-fides of a plan that -does not by 
its provisions spell out its conditions and limitations and instead is 
governed by an undefined policy entirely within th^ discretion of the 
employer." In such a case the actual operation of the plan ;^ould have to 
be examined to see if the law is being violated (Wage-Hour Div. , Sp. Op., 
Wlt-289, October 10, 1974). 

It is quite, obvious from the cases briefly described above that 
the courts and agencies have interpreted these two exceptions to the^ Age 
Discrimination in Employment Act in very diverse and very narrow terms. 
ReUance upon any one case as justification for a particular involuntary 
retirement plan is risky. It will nevertheless be possible to provide 
imaginative benefit programs which, will encourage employees to retire early 
voluntarily. 

Constitutional Guarantees 

In addition to the Age Discrimination in Employment Act, some 
protection against involuntary retirement has .been afforded by the courts ' 
through application of the "due process" and "equal protection" clauses of 
the Fourteenth Amendment and the "due process" clause of the Fifth Amendment 
to the constitution. The Fourteenth Amendment limits the power of a state 
to pestrict or deny certain individual rights: 

No state shall ma-ke or enforce any law which shall abridge 
the privileges or immunities ^f citizens of the bni^ed 
States; nor shall any State 'dWive ^ny person of life, 
libc-tv, or property without 4ie process of law; nor deny 
to any* person within its jurisdiction the equal protection 
of the laws. 

la order to invoke these guarantees, the comprainant must show that some 
state (governmental) action is involved. Obviously, faculty members of 
state educational L-:stitutions could show state action. Faculty members at 
orivate educational institutions would need to shew seme public ser^/ice 
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such as performance of studies under government grants, or the provision of 
certain training which the state might otherwise be required to provide , m 
order to assert a cause of action under the Amendments . In the 1974 case 
of Roberts v. Catholic University of America, the United Stares District 
court for the District of Columbia found a professor who was forced to 
retire at 65, under a plan in which he was- a participant?, unable to maintain 
an action for breach of contract against the employer university, in part 
because there was insufficient Federal Government involvement in the operation 
of the univAsity ♦•o provide the employee professor with the basis to cl^im 
rights provided by the Constitution. The court relied upon an earlier 
ruling holding that there must be an influence on policy or decision making, 
rather than financial or tax aid, to amount to governmental, involvement. 

Mosu of the cases stressing a due process argument are based on the 
alleged unconstitutionality of an "irrebuttable presumption" that employees 
are incapable of working productively beyond a certain mandatory retirement 
,age. - There is some s.upport for the thesis that age discrimination in 
employment involves a "fundamental" right. But the Supreme Court has thus 
far avoided consideration of the substantive issues involved in mandatory 
retirement laws provisions • 

Equal protection arguments relating to age discrimination may be 
heard if- the particular court involved decides that age should be designated 
as a "suspect class." This term has been »\sed to describe classifications 
such as race and" national origin^hich are considered inherently suspect 
for discriminatory purposes. The Supreme Court has indicated the term to 
involve "ail immutable characteristic determined solely by the accident of 
birth" which frequently bears no relationship to ability to perform or 
contribute to'lociety"' and age ^stinctions may "have the effect of 
invidiously relegating the entire class • . . to inferior legal <^tatus 
without regard to the actual capabilities of its individual menbers" 
(Frontiero v. Richardson, 93 S. Ct 1964, 1973). 

If the Court designates age as a "suspect class," it will apply a 
"strict scrutiny^* test of the challenged law or regulation in the case to 
determine whether there has been a violation of the equal protection clause. 
The legislative or regulator/ matter under scrutiny would have ro withstand 
a "compelling state interest" characteristic (e.g., involving public health 
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or safety as opposed to economic or adniinistrative considerations) in order 
to be sustained. If the Court does not designate ace as '•suspect/* ♦'He test 
of discrimination reverts to examination of whether the law or regulation 

has a "rational basis*" The "rational basis" test essentially means that thb 

o 

court notes whether the purposes of the legislative or regulatory matter 
are legitimate and whether the means to achieve its purpose are reasonably 
related to the ends being so.ught. 

In mid-1976, the Supreme Court upheld the validity of a Massachusetts 
statute requiring retirement of uniformed state police officers at age 50. 
and stated that the statute does not violate the equal protection clause 
of the Constitution. The Court found no need to subject the statute to 
strict scrutiny because the class (unifonaed state policy officers over 50) 
neither has a fundamental right to public employment nor operates to the 
disadvantage of a suspect class. The Court said: 

...while the treatment of the aged in this Nation has not 
been wholly free of discrimination, such persons^ unlike 
say, those who have been discriminated against on tfte basis ^ 
of race or national origin, have not experienced a. history 
of purposeful unequal treatment or been subjected to unique 
disabilities on the basis of stereotyped characteristics 
not indicative of their abilities. 

The court applied the "rational basis" and found the statute rationally 
related to Massachusetts' objective of protecting the public by assuring 
the physical preparedness of its state police force ( Massachusetts Board 
of Retirement et aX. v. Murgia, S. Ct. No. 74-1044, June 25, 1976), 

Interestingly enough, and closer to the instant study, in early 1976 
the Hawaiian Supreme Court found the University of Hawaii retirement prlicy 
unconstitutional when subjected to a "strict scrutiny" test. A college 
professor was hired by a branch of the university when he was 55, obtained 
tenure after ^hree years, and upon reaching «ge 65 in 1972 was denied 
continued employment. The retirement policy adopted by the Board of Regents 
permits a person over 65 to continue appointment on the faculty if "it is 
demonstrated that his services are needed by the university and that he is 
more competent for the position than any other person available." Such 
appointment is -renewable annually but not bv^yond age 70. The professor 
was recommended by his deparrs^int colleagues for continued employment 
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after they screened 45 applicants' and found' the professor more cpmpetont. 
But the chancellor denied the reappointment on the basis that a replacement 
was available. The professor sued and the district court found that although 
age ceilings for retirement are not prohibited per se under equal protection 
analysis, the mandatory retirement poli^ in question could not withstand 
strict judicial scrutiny in light of the "fundamental right to public 
employment." The court noted the similarity to the Massachusetts Board 
of Retirement v. Munjia case, which was then pending Supreme Court review, 
but found the" professor's case easier to decide since the Hawaiian legislature 
(in the context of employment) had declared age to be an inherently invidious 
classification (a si:ispect class) along with race, sex, color, ancestry, 
physical handicap, marital status, or urrest or court record. The court 
rejected the university's arguments that the reappointment procedure is a 
proper means of preserving the state's funds by paying lower salaries to 
Vyounger, less experienced, persons, or that' it is a~means ' of buirding'morale 
among the younger faculty members . The court said, the "inevitable^ 
relationship" between age and the ability to perform work did not justify 
the university <s action (.Nelson v. liiwa, et al., Hawaii, No. 5560, 
February 24, 1976) . 



Conclusion 



Although the emphasis in this brief discussion of the due process 
and equal protection arguments has been on mandatory retirement legislation 
and regulation, whereas the instant study is concerned with discretionary 
early retirement and perhaps involuntary early retirement, the state of 
the consnon law is not confined to any fact situation. In some cases the 
rigidity of statutes is under attack by complainants; in other cases the 
discretionary authority of administrators is in question. Little more can 
he said than that educational institutions must exercise extreme care in 
inducing early retirement of faculcy members and t.he institutions should 
obtain whatever assurances and security can be obtained so that early 
retirement actions do not generate litigants. 
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FOOTNOTES 



1. ERISA Sqc. 3(2) • 

2 The term "commerce" raeans trade traffic, connnerce, transportation, ER±SA 
Sec. 3(11) or communication between any state and any place outside the 
state . 

3. A plan is funded if funds have been placed in trust or otherv^ise put 
beyond the reach of /the eiaoloyer in order to. assure that the means to 
pay accrued benefits will be available- A plan is unfunded if no funds 
are put aside to pay obligations made to prospective beneficiaries and 
it is understood that payments to be made will be funded at the time of 
the payments. 

4. Regulation 29 CER Section 2510.3-2(e), (Federal Register for August 15, 1975*, 
Vol. 40, No. 159) • 

5 William H. Hamblin, "Mandatory Retirement and Dismissal in Institutions 
of Higher Education—Legal Considerations Related to Age Discrimination," 

mimeographed (Los Angeles: University of Southern California, Offi^^„.or 

Institutional Studies, 1976) p. 6- 

6- William Hamblin, p. 9. 
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8. FISCAL IMPLICATIONS 0? 2ARLY RETIREMENT ALTERNATIVES 

When the academic institurions we have studied first discussed 
and considered adopting incentive early retirement plans, some of them 
overestimated their expected savings • Their overestimations derived from 
several misapprehensions- These included (1) underestimating the supple- 
nvental payment that wokld have to be made , either by omitting necessary 
components or by simply miscalculating it, (2) assuming that an employee 
who would be retired early would not need to be 'replaced, but later finding 
that the position would have to be refilled, (3) underestimating the salary 
that would have to be paid a replacement employee, and (4) failing to include 
the cost of recruiting the new employee in the cost estimation. 

An institution seriously considering an incentive early retire- 
..ment scheme must_ carry out a set of computations with data for its faculty 
at the same time it is defining the components of its early retirement op- 
tion. In this wav, the costs and benefits of various options can bs seen 
and can be- used--by -the- institution in making a number of key decrsion^-; 
For exanrole, the institution must decide hov.- large a supplement is required 
to encourage an employee to retire early—that is, must 100% of salary be 
paid the employee, or will 75% encourage him or her to retire early? 
What will this cost? The institution must also decide whether cost- 
of-living adjustments must be provided. What will they cost? Will the 
supplement be geared to. the particular employee's salary, or might the 
supplement be related to the median salary of one's age and service cohort? 
These factors must be seriously considered by the institution while it is 
devising am alternative - 

An institution must not assume that since an alternative worked 
for another college or university that it will work for it. Furthermore, 
an institution must not use cost figures produced for another institution. 
The costs and benefits for a particular institution depend upon the salary 
— being paid the potential early retiree, upon either the number of years 
service credit (for persons in defined benefit plans) or the amount of 
funds accumulated in the potential early retiree's pension account (for 
persons in defined contribution plans), upon expected salary increases, 



etc. 
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Illustration of Cost Calculations 
♦ 

In order to illustrate the factors an institution should consider 
in examining the fiscal implications of an early retirement scheme, we have 
produced a set of cost calculations for several possible early retirement 
options, using data drawn from one of our case institutions. These examples 
illiastrate the case where a supplemental payment and/or the pries of a 
supplemental annuity is paid over a several-year period. A lump-sum payment 
if made from general revenues during one year, would be financed in a dif- 
ferent manner. 

We will show several of the options discussed in Chapter 1* 
summarized as follows. Potion 1—Full-Salary Annuity . A person who retires 
early begins to draw his regular early retirement annuity and also is paid 
t't^e difference between his early annuity and his former salary. Further i 
the institution purchases a supplemental annuity to go into effect at the 
mandatory retirement age—thus^ assu ring the early retiree an income at that 
"rime~equal"te projected mandatory age annuity, assuming a 2% per year 
real salary increase* This is Alternative 1 in Chapter 1. 

Option 2"IndiviQual-3ased Annuity . The supplement to the regu- 
lar early retirement annuity, both before and after the mandatory retire- 
•ment age, is related to the retiree's projected mandatory retirement bene- 
fits. The supplement is designed to provide him a total retirement annuity 
equal to the annuity he would have received had he remained employed until 
the mandatory retirement age and had he received a 2% per year real salary 
increase. This is Alternative 3 in Chapter 1. 

Option 3— Group-Based Annuity . With this option, the supplement 
is equal to the difference between the retiree's own early retirement annuii 
and the median mafida^tory age annuity for his age and service group, assuminc 
a 2% per year real salary increase for each person. This is Alternative 4 
in Chapter 1 . " 

option 4— I.ndividual-5ased Annuity with P artial Employment. In 
this case the early retires is provided a: part-time position until he 
reaches the mandatory retirement age, at which time a supplemental 
annuity purchased by the institution begins to take effect. The amounc 
of part-time compensation is either 49% of the retiree's former salary or 
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the difference between the retiree's projected mandatory age annuity and 
his early retirement ajinuity—whichever is lower. The supplemental annuity 
which takes effect at the mandatory age is designed so that, together with 
the retiree's early retirement annuity, it will equal his projected 
mandatory age annuity, again assuming a 2% per year real salary increase. 
This is Alternative 5 in Chapter 1. 

Potions S and 6— Continued Annuity Payments . These are two 
options where the early retiree defers ^ill tf his retirement benefits un- 
til the mandatory retirement age. Between the time he retires early and 
the time he reaches the mandatory retirement age, the institution either 
continues payments to his annuity fund or purchases h im a 'supplemental 
annuity . Thus, at the mandatory retirement age, his total annuity is 
equal to what he would have received had he remained working and had he 
received a 2% per year real salary increase. However, between the time 
he. retires early and the time he reaches the mandatory age, he receives . 
no benefits at all. These two options are variations on Alternative 7 in 
Chapter 1. 

In order to estimate the costs and benefits of the early retirement 
alternative, both mandatory age annuity benefits and early retirement 
annuity benefits were calculated for the potential retirees. For each age- 
service cohort the present mean salary was converted to an expected salary 
at age 67 by increasing it by 2% per year (assuming that 2% represents the 
average annual real salary increase)^ from now until that age-service 
cohort reaches -age 67. The single life annuity (SLA) that would be received 
if the employee retired at age 67 is calculated from the 'bene fits schedule 
of one of our case institutions, as is the SLA that would be received if 
the employee retired a*; present. 

Also calculated is the difference between the annuity received 
by the early retiree and that which he would have received had he delayed 
retirement until age 67. That figure is the Supplemental SLA (SSLA) 
required to bring an early retiree's pension up to the level of that 
received by a person who waits to retire at age 67. The total value 
of the SSLA is determined from the actuarial table. The present value 
of the SSLA is fou.nd by discounting at 6%. Since it is desirable to 
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purchase the supplemental annuity on a level basis (the same dollar pay- 
ment during each year until the employee reaches age 67) , the level annual 
cost of the SSLA is calculated by dividing the present value of the SSLA 
by its annuity value (a factor related to the time period during which the 
annuity will be purchased) ♦ 

To calculate the costs of the group-based early annuity, each 
age-service cohort is divided into three subgroups representing the high- 
third ^ middle-third, and low- third wage earners. Then the value of the 
--SSLA for memb<5rs of each su^^^roup is calculated but is based upon the med^ian 
saleury for the entire age-service cohort ♦ 

The results of these calculations provide the ba*>is for the cost 
analysis. For each alternative we determined: (1) the yearly supplement 
required to meet t^ie sadary objectives of the alternative, (2) the total 
cost psr year required to retire an average employee, (3) the balance of 
the retired employee's salary line freed for hiring a new employee, (4) 
the sal2a:y for a full-time equivalent (FTE) assistant professorship that 
the freed salary line will finance until ^ile year the early retiree 
reaches age 67, and (5) the annual income of the early retiree until age 
67, when he begins to draw the single life annuity he would have received 
had he retired at that age. 
N otes about the calculations 

In deciding how to perform this cost analysis we made a number 
of deoisions about which the reader should be informed. We made several 
decisions about how the computations would be carried out, the discount 
rate to be used, the minimum age at which one could elect early retirements 
etc. We believe these choices were appropriate and made the computations 
easier to understand. Further, we carried out a sensitivity analysis by 
varying some of these decisions, and while the amount of funds released 
and the nianfaer of persons replaced under each scheme varied, the alterna- 
tives still regained their relative rankings. An important thing to 
recognize, however, is tihat if an institution were to assume no cost--of- 
livlng adjustments nor salary increases when calculating expected manda- 
tory age annuicies, the amount of funds released under each alternative 
could be made zo increase. :uhile boosting this indicator, such a move 
undotibtedly will reduce the number of persons electing to retire early. 
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In each example we assume age 67 as the mandatory or normal retire- 
ment age. Other ages "could be used, but age 67 approximates the average 
age at which university employees are forced to retire . (Calculating the 
average age of retirement or the average mandatory retirement age is 
impossible because of the lack of comprehensive data and because of retire- 
ment age definition problems.) 

For each option we describe the impact upon employees retiring 
at age 62 (the lowest age at which Social Security benefits may be received) , 
age 60, age 55 and age 50. We illustrate differences caused by varying 
the years of service credit from 17 to 32 years for the oldest age group 
and from 10 to 20 years for the youngest age group. When we illustrate 
the group-based annuity, we calculate the supplemental pension for persons 
"iirthe"hlgh- third, middle- third, and low-third salary groups; ^Ih-this -case"^ 
we denict the impact upon fewer service credit groups in order to keep the 
illustration of the option reasonable. 

In a previous analysis we found, that it was expensive to retire 
an employee less than 55 years of age or with less than 10 years of service 
credit.^ Further, in most retirement systems, 55 is the earliest permis- 
sible retirement age. However, for illustration, we consider employees 
50 years of age and above having at least 10 years of service credit. 
Practice suggests that persons who have been employed for less than 10 
years are not eligible for supplemental early reti;:ement benefits. In 
addition, there would probably be few among them whom a univers. ty 
would want to retire early. It is unlikely that academic employees hired 
during the last 10 years and approximately 45 years of age when hired 
were recruited into declining Velds or are now "deadwood." Retiring a 
person who is younger or who has fewer years of service credit does not 
free sufficient funds to hire a replacement employee, if the early retiree 
is provided supplemental benefits. However, in other age and service 
cohoi-ts the retirement of an employee would free sufficient funds u5 hire 
a replacement faculty member and even have additional funds remain. For 
■ example, a 62 -year-old faculty member with 17 years of service could be 
retired via ah individual-based early annuity and thus free sufficient 
funds for the hiring of a young faculty member . This is not to suggest 
that policy should be directed toward retiring these particular employees . 
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While this may seem desirable from a cost perspective, these employees may 
not be the ones best suited, from both the individual's and institution's 
point of view, for early retirement. 

When the early retirement benefits were calculated, they were 
based upon the assumption that all persons would retire at age 67, However, 
some persons plan to retire before age 67, if increased benefits were pro- 
vided for early retirement, it would be impossible 'to base one's benefits 
upon the planned age of retirement, for persons planning to retire early 
would reduce the level of their benefits if they admited they were planning 
to retire' before age 67, Thus age 67 was used in all benefits calculations 
as the actual planned retirement age« 

Cost calculations are based upon faculty mean salary, age, and 
service credit data from one of our case institutions The calculations 
are based upon the current aotuaxial tables'^ and benefit formulas in use^ 
at that institution. Calculations are performed in present value terms, 
using a discount rate of 6%."^ For ease of computation and illustra- 
tion, this analysis is performed for male faculty members only. (Calcula- 
tions for females would be done using the actuarial tables that recognize 
the longer average life expectancy of females.) 

vmen an employee retires early, his early retirement benefit is 
the acturarial equivalent of the normal retirement benefit. That is the 
actuarial tables reflect an adjustment made in the accrued pension to 
reflect the fact that the retirement pension must be paid over a longer 
period and v/ould be based upon a lower level of contributions, ^^hen early 
retirement benefits are added to the normal retiirement pension, their -^ost 
nmst be either absorbed by increased contributions via a revision in the 
actuarial table, or paid for through funds budg^^ted by the organization. 
The^second^approach-was.-used,Jiere, becaus.^_itj.s ^au. alternative that is immedi- 
ately available to an institution and does not affect the contribution 
rates of other employees. 

This cost analysis assmed that the replacement employees would 
be young assistant professors. In reality this might not be the case. The 
new faculty member might be a full professor, ^if he were needed to fill a 
critical position. On the other hand, a university might decide not to 
hire only young replacements because in doing so tne age structure of th-s 

149 

172 



university could be thrown out of balance in future years when these younger 
persons begin to move into older age categories. Hiring all young assistant 
professors may be an overreaction to the present state of having what some 
feel to be an oversupply of older faculty members. To correct the present 
age structure new faculty members might be hired into several of the younger 
age groups. Perhaps the bulk of new appointments would be made at ages 30- 
34, but hew appointments might be made in the 4C-4? age groups as well. 
Tnis could tend to stabilize the number of persons entering the retirement 
ages from year to year. In the long run, such a hiring policy would result 
in more even numbers of new appointments being made from year to year . 

The beginning salary for a new assistant professor is assumed 
to~be^$TST00b^^ annual 4Vl[ncrease. This salary level 

assuones that primarily , new graduates will be hired. An assistant professor 
could be hired at a lower initial annual salary and then be given a greater 
annual Increase. 

Since it is next to impossible to predict what future inflation 
rates might be, inflation has been excluded from the calculations of the 
retiree's projected salary at age 67. The calculations are carried out in 
real dollar terms, and whe two percent increase assumed for each year be- 
tween the early retirement and mandatory retirement ages represents a real 
increase in income. In some cases, this assumed real increase may be too 
high; real increases for some older faculty members may be less than one 
percent w-. may even be negative percentage changes.* To find early retire- 
ment acceptable financially, thci early retiree may have to be assured of 
at least some protection against inflation. Although inflation has been 
excluded from our calculations of projected salary at age 67 (on which the 
eax ly retirement pension and supplement are based) , it has not been ignored 

entirely. We assum^jthat tjie earjj retiree will rece ive co st-ofj-a_ivLing. 

adjustments on his pension and supplement during the early retirement 
period equal t o the inflation rate that would have been assigned to his 
budget line were he to remain employed. This is a reasonable assumption 
since it is this budget line that is being used to finance both the early 
retiree's supplement and his replacement's salary during the early retire- 
ment period. Presumably, the replacement's salary also would be adjusted 
according to the same rate. After the early retiree reaches the mandatory 



retirement age, however, his annui.ty would be adjusted only at the rate 
in effect for all members of his respective retirement system—if in fact 
annuitants are provided cost-of-living adjustments. 

With all the options, the early retiree might suffer a reduction 
m eventual Social Security income unless he reemploys : This reduction could 
be substantial were the person to retire a decade early. The calculations 
for the continued annuity payments option asstuae that a person electing this 
option would move to other employment and thus continue to pay into Social 
Security. The calculations therefore do not assume continued contributions 
to Socia-. Security by the institution. Were Social Security payments to be 
included-, -the -cost to- the- ihsfeitutioh-wbuld be increased by 5% to 6% per 
en?>loyee. If the instituti'.>n were to ; both the employer and the employee 
contribution, the cost would be 11.7% per employee on the employee's 
first $15,300 of earnings, or about 5% to 6% of the employee's salary. 

Results of the calculations 

Full calculations for each option appear in Tables 8.1 through 
8.6. Each table is based upon actual age, salary and service credit data 
from one of our case institutions. All tables are read in a similar manner. 
For example, in Table 8.1, Full-Salary Annuity , the present age, years of 
service credit and mean salary for each age-service cohort are given values. 
Placing these data into a benefits formula yields the single life annuity 
to which an average-salaried employee in each age -service cohort would be 
entitled if he retired early (see Column 4) . In order to determine the 
single life annuity that the average-salaried employee would receive if 
he retired at the mandatory age, we need an estimate of his expected salary 
at age 67. This figure, found in Columa 5, is produced by increasing the 
-current mean -salary by 2% per year until age 67. In Column 6, the single 
life annuity that he would receive at age 67 is reported, the figure 
being calculated from the benefits formula, assuming the employee had 
reached age 67, had received the expected salary increases, 'and had achieved 
an amount of service credit equal to that achieved by early retirement plus 
the number of years from early retireiaent to mandatory retirement. 

In Column 7 the difference between the mandatory age annuity 
.and the early annuity is reported. This is the supplemental annuity 
required at age 67. Since the supplement is being purchased before che 



Table 8.1 



FULL-SALARY ANNUITY 



Current 
Age 



62 
62 
62 
52 

60 
60 
60 
60 

55 
55 
55 
55 

50 
^ 50 
50 



Years 
Service 
Credit 

Now 



32 
27 
22 
17 

30 
25 
20 
15 

25 
20 
15 
10 

20 
15 
10 



Present 

Mean 
Salary 
for Age- 
Service 
Cohort 



$32,500 
30,400 
29,500 
33,500 

30,200 
28,600 
26,700 
26,400 

29,100 
29,000 
25,600 
25,000 

29,200 
26,400 
25,000 



Single 

Life 
Annuity 

(SLA) 
Now 



$22,880 
18,058 
14,101 
12,529 

18,120 
14,300 
10,680 
7,920 

10,193 
8,700 
. 5,760 
3,750 

5,840 
3,960 
2,5dO 



Expected 
Salary at 
67, 2%/Yr< 

Heal 
Increase 



$35,750 
33,440 
32,450 
36,850 

34,730 
32,890 
30,705 
30,360 

36,957 
36,830 
32,512 
31,750 

40,880 
36,960 
35,000 



Single 

Life 
Annuity 

at 67 



$28,600 
24,612 
20,152 
18,646 

27,784 
24,207 
19,067 
15,362 

29,566 
27,107 
20,190 
16,066 

33,704 
27,202 
21,735 



Supp. 
SLA Req'd. 
at 67 
(SSLA) 
[6--4] 



$5,720 
6,554 
5,970 
6,117 

9,664 
9,907 
0,387 
7,442 

19,373 
18,407 
14,430 
12,316 

26,864 
23,242 
19,235 



Value 
of SSLA 

at 67 
[7x9-384] 



$53,676 
61,501 
56,027 
57,402 

90,687 
92,967 
78,704 
69,836 

1,81,796 
1,72,731 
135,411 
115,573 

252,092 
218,103 
180,501 



Present . 

Value 
of SSLA 

at 6% 
Discount 



<(,7473)' 
$40,112 
45,960' 
41,869 
42,897 
( .^6651) 
60,315 
61,832 
52,346 
46,448 
(•4970) 
90,353 
85,847 
67,299 
57,440. 
<,3713) 
93,602 
80,982 
67,020 



10 

Level 
Annual 

of SS 
[g^Annu 

Value 



(4,4651) 
$8,983 
10,293 
9,377 
9,607 
(5,9173) 
10,193 
10,449 
8,846 
7,850 
(0,8869) 
10,167 
9,660 
7,573 
6,463 
(11,1060) 
8,428 
7,292 
6,035 
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Table B.l — Continued 
FULL-SALARY ANNUITY 



11 


12 


13 


14 


15 


16 


17 


18 


i 

Supplement: 
Req/d. 
to Match 
Present 
, Salcry 


Annual 
Total 
Req'd. 
to Retire 
Employee 

r-^dom-^ • 


Balance 

o£ 
Budget 

Line 
Released 
l3-^12l 


PPE 
Asst. Prof, 
at $15,000 
Per ER for 
Duration 


Annual 
Incentive 
ER (lER) 
Income 
(Total) 
^ (31 


lER 

as % 
of 
Current 
Salary 
lX5:3l 


lER 

CIS ^ 

of 
Regular 
ER Annuity 
[15M] 


lER 
as % 
of 

Mandatory 
R Annuity 
f 15^61 


^,620 
12.342 

15,319 ' 

20,971 


18,603 
21,326 
24,696 
30,038 


13,897 
9,074 
4,804 
^ 3,462 


• 93 

• 60 
.32 

• 23 


32,500 
30,400 
29,500 
33,500 


100 
100 
100 
100 


142 
168 
208 
267 


114 
124 
146 
180 


12,080 
14,300 
16,020 
10,400 


22,273 
24,749 
24,866 
26,330 


7,927 , 
3,851 
1,834 
70 


.S's 

• 26 

• 12 

• 01 


30,200 
28,600 
26,700 
26,400 


100 
100 
100 
100 


167 
200 
250 
333 


108 
118 
140 
172 


10,907 
20,300 ^ 
19,840 
21,250 


-29,074 
29,960 
27,413 
27,713 


26 
-960 
-1,813 
-2,713 


<^01 
* 

* 


29,100 
29,000 
25,600 
25,000 


100 
100 
100 
100 


285 
333 
444 
667 


98 
107 
127 
156 


23,360 
22,440 
22,500 


31,738 
29,732 
28,52^ 


-2,588 
-3,332 
-3,535 


* 
* 


29,200 
26,400 
25,000 


100 
100 
100 


500 
667 
1000 


89 
97 

us 
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mandatory retirement age, its present value at age 67 must be determined* 
« 

First, the supplement is multiplied by a factor (9.384) which produces 
(in Column 8) the value of the supplement at the mandatory retirement age. \ 
(The "value" of the supplement is the total amount of^ supplemental payments 
expected to be received by the employee from the time he reaches the manda- 
tory retirement age until his deatli, which the actuarial tables assume to 
be 9.384 years later on the average.) Next, the values in Column 8 are^ 
discounted at 6% per year for the period from now until the employee 
reaches the mandatory retirement age. (For example, a dollar to be . ^ 

received five years from now, assuming a 6% discount rate, would be worth 
$.7473 today. One to be received seven years from now would be worth - 
$.6651.) . The present value of the, supplemental annuity at age 67 is reported 
' in Column 9. 

It is assumed that the supplemental annuity will be purchased 
with funds from the retiring employee's salary line, and that it would be 
convenient to pay for the annuity in equal annual payments. Thus in Column^ 
10 the level annual cost of the supplement is computed, assuming the supple- 
mental annuity will be purchased tl^ough equal payments from early retirement 
to mandatory retirement. This figure is found by dividing the present value 
of the supplemental annuity at age 67 by the annuity value. (The "annuity 
value" describes the present worth of - one' dollar per year, from now until 
the early retiree's mandatory retirement age. For example, one dollar 
each year for the next five years discounted at 6% would equal $4*4651 
today.) 

* Columns 1 through 10 provide, then, the basic data needed to 

determine the impact of ti-.e option. In Columns 11 through 18 the annual 
amounts needed to retire the employee are computed, and the amount of funds 
released per early retiree are reported. Also, the incentive early retire- 
ment 'annuity is expressed as a percentage of current salary, as a percentage 
of the early retiree's annuity, and as a percentage of his mandatory age 
annuity. (The "incentive early retirement annuity" is total ar. al income 
f.rom the employee's regular early retirement and his early retirement supple- 
ment. ) 
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The key columns to' examine are: Column 12, the annual total 
amount required to retire the average-salaried employee; Column 13, tha 
amount: of funds released per early retirement for the meaa salat-/ in a given 
age and service cohort; Column 14, the proportion of an assistant professor 
that could be supported per early retiree; Column 16, the early retirement 
inccxae as a percentage of current salary; Column 17, thfe ^irly retirement 
income as a percentage of the regular early retirement annuity; and Column 
18, the early, retirement income as a percentage of the mandatory age annuity . 
Columns 12,13 and 14 are of central concern to the institution; Columns 16, 

17 and 18 are of.^central cpncern to, jtiie pptenti^ jsar retiree. 

Table 8.2, Individual-Based Annuity , shows an, option designed 
to provide an' early retirement pension equal to the pension the early 
retiree would have received had he remained en^loyed until the mandatory 
age and had he received salary increases equal to 2% per year. The early 
retiree draws his regular early retirement annuity, and the institution 
provides him the difference between that reduced annuity and the mandatory 
age annuity through a payment from his old salary line. In addition; 
the institution purchases a supplemental annuity from his old salary line 
^ to go into effect at age 67. The balance of the early retiree's salary 
line is available from early retirement to tHe mandatory retirement age, 
at which time the whole salary line becomes available. This balance could 
ba used to hire a replacement employee. 

The table shows both the annuity the employee would receive if 
he retired today without a supplement (in Column 4) and the expected annuity 
at age 67 (in Column 6)- The supplement is shown in Column 7, and the 
present value of the supplement at age 67 is .shown in Column 9. Columns 13 
and 14 show the level of funds released vand the proportion of an assi^nt 
professor's salary which could thus be financed for. each early retirement 
at the various ^ge and service levels. Of most interest to the potential 
eairly retiree are Columns 16, 17 and 18, which compare the incentive early 
retirement income with the retu.ree's current salary, his regular early 
retirement annuity, andVs expe^cted mandatory a^e annuity. ^ 

Table 8.3, Groiip-Based Annuity , as mentioned' earlier / depicts 
the option where the supplement paid an early retiree is ba^ed not on his 
own projected benefits, bu^ ugon the median projected benefits of his age 
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Table 8.2 
TNnTVIDOAL-BASED i^NUITY 



3. 


2 


• 3 


4 




6 


7 


o 


Current 


Years 
Service 
Credit 

How 


Present 
Mean 
Salary 
for Age- 
Service 
Cohort 


Single 

Life 
Annuity 

(SIA); 
Now 


Expected 
Salary at 
67, 2%Ar» 

Real 
Increase 


Single 

Life 
Annuity 

an D/ 


Supp. 
SLA Req'd* 
at 67 
(SSLA) 


value 
of SSLA 
jat 67 

[7x9 •384] 

i 


62 
62 
62 
62 


32 
27 
22 
17 


$32,500 
30,400 
29,500 
33,500 


j 

$22,880 
18,058 
14,181 
12,529 


$35,750 

11 A An 
33,440 

32,450 ' 

^ 36,850 


$28,600 

20,152 
18,646 


$5,720 
6,554 
5,970 
' 6,ll7 


$53,676 
61,501 
56,027 
57,402 


60 

60 * 

60 

60 


30 
25 
20 
^ 15 


30,200 
28,600 
26,700 
26,400 


18,120 
14,300 
10,680 
7,920 


34,730 
32,890 
30,705 
30,360 


27,784 

19,067 
'15,362 


9,664 
Q,907 
8,387 
7,442 


90,687 
92, ^G7 
78,704 
69,836 


55 
55 
55 


25 
20 
15 
10 


29,100 
29,000 
25,600 
25,000 


10,193 
8,700 
5,760 
3,750 


36,957 
36,830 
32,512 
31,750 


29,566 
27,107 
20,190 
16,066 


19,373 
18,407 
14,430 
12*316 


181,796 
172,731 
135,411 
ii.5,573 


50 
50 

'\ ■ 


20* 
15 
10 


29,200 
26,400 
25,000 


5,840 
3,960 
2,500 


40,880 
36,960 
35,000 


32,704 
27,202 
21,735 


26,864 
23,242 
19,235 


252,092 
218,103 
180,501 



9 

Present 

Value 
of SSLA 

at 6% 
Discount 



(•7473) 

$40,11? 
45,960 
41,869 
42,897 

(.6651) 
60,315 
61,832 
52,346 
46,448 

(.4970) 
90,353 
85, £47 
67,299 
57,440 
(.3713) 
93,602 
60,982 
67,020 



10 



Level 
Annual' Cost 

of 0SLA 
[g^Annuity 

Value] 



(4.4651) 
$8,984 
10,293 
9,377 
9,607 
(5.9173) 
10,193 
10,449 
8,846 
7,850 
(8,8860) 
10,167 
9,66P. 
7,!57i3 
6,463 
(11.1060) 
8,428 
7,^92*^ 
6,035 



179 



180 



Table 8.2 — Continued 
INDIVIDUAL-BASED ANNUITY 



11 

Additional 
Compensation 
(Age 67 Annuity 
Minus SLA Now) 



$5,720 
6,554 
5,9-^0 
6,U7 

9,664 
9,907 
8,387 
7,442 

19,373 
18,407 
14,430 
12,316 

26,864 
23,242 
30,236 



12 

Total 
Req'd, 
to Retire 
Employee 
(lO+lll 



$14,704 
16,847 
15,347 
15,724 

19,857 
20,356 
17,233 
15,292 

29,540 
28,067 
22,003 
18,779 

35,292 
30,534 
25,270 



13 

Balance 

of 
Budget 

Line 
Released 
13-12] 



$17,796 
13,553 
14,153 
17,776 

10,343 
8,224 
9,467 

11,108 

-440 
933 
3,597 
6,221 

-6,092 
-4,134 
-270 



14 

BTE 
Asst. Prof, 
at $15,000 
Per ER for 
Duration 



1.19 
.90 
.94 

1.18 

.69 
.55 
.63 
.74 

* 

.06 
.24 
.42 



14^ 



15 

Annual 
Incentiue 
ER (lER) 
Income 
(total) 
14+11] 



$28,600 
24,612 
20,152 
18,646 

27,784 
24,207 
19,067 
15,362 

29,566 
27,107 
20,190 
16,066 

32,704 
27,202 
21,735 



16 

lER 

as % 
of 
Current 
Salary 
ll5Ul 



88 
81 
68 
55 

92 
85 
71 
58 

102 
93 
79 
64 

112 
103 
87 



17 

I£R 
as % 
of 
Regular 
ER Annuity 
Il5i4l 



18 

lER 
as % 
of 

Mandator' 
R Annuit 
Il5i6) 



125 
136 
142 
149 

153 
169 
179 
194 

290 
312^ 
351 
428 

560 
687 
870 



100 
100 
100 
100 

100 
100 
100 

100 

100 
100 
100 
100 

100 

100 
100 



TaJbl* 8.3 



1 


2 


3 


4 


5 


6 


7 

i 

Own 
Sin<7l« 

Uf« 
Annuity 

At 67 


8 


9 


10 


11 




Curr«ot 


Croup 


XmATS 

S«rvic« 
Credit 
Krv 


Prt»«nt 

HatliAn 
SdlAry 


Own 
Sinql* 
Uft 

Annuity 
(SIA) NOW 


^n 
Salary at 
67, 2\Ar. 

RtAl 

Incr^M 


Supp. SIX 
Hcq'd. «t 07 
(SSLA) 
(7 HcdiAft - 5) 


Value 

of SSL\ 

AC 67 
(8x9.384) 


Prtstns 
Valut 

^ oC SSLA 
at 6% 
Dxscount 


L«vtl 
Annual Cost 

of SSLA 
(10 ^Annuity 

Value ) 




62 


H* 


32 


S3S,SO0 


S27,104 


$42,350 


533,880 


9*1.134 


0 


(.7473) 
0 


(4.4651) 
0 




63 


fl 


32 


29,500 


"20,768 


32,450 


25,960 


5,192 


$48,122 


$3S,410 


$8,154 




62 


J, 


f 

32 


26 f 500 


18,656 


29,150 


' 23,320 


. 7,304 


68,541 


51,221 


11.471 




62 


){ 


27 


33* 500 


19,899 


36,350 


27,121 


3,984 


37,386 


27,939 


6.257 




62 


n 


27 


29 f 500 


17,523 


32,450 


23,883 


6,360 


59,582 


44,600 


9.989 




42 


L 


27 


26,500 


15,741 


29,150 


21.454 


6,142 


76,405 


57,097 


12.787 




C2 


u 


22 


32,000 


15,488 


35,200 


21,359 


4,664 


43,767 


32,707 


7.325 






If 


22 


29, 500 


14,278 


:2,45C 


20,152 


5,874 


55,122 


41,193 


9.226 




62 


M 


22 


'26,000 


12,534 


28,600 


17,761 


7,568 


71,018 


53,072 


11.886 




62 


II 


n 


36,500 


14,399 


42,350 


21,429 


4,247 


39,854 


29.783 


6.670 




62 




*" 17 


33 500 


12,52S 


36,850 


ie,646 


6,117 


57,402 


42,897 


9.607 








^7 


23,500 


8,789 


25,850 


13,080 


9,857 


92,498 


69^24 
( .6651) 


15.481 
(5.9173) 




OU 


|{ 


30 


34,000 


20,400 


39,100 


31,280 


3,9R0 


37,348 


24,841 


4.1S8 




60 * 




30 


26,500 


15,900 


30,475 


24,380 


8,480 


79,570 


52,926 


8.944 




60 


L 


30 


24,500 


14,700 


28,175 


22,540 


9,680 


90,037 


60,416 


10,210 




60 


K 


2S 


32,500 


16,250 


37,375 


27,508 


8,126 


76,254 


50,717 


8.571 




60 


If 


25 


28,800 


14,400 


33,.' 20 


24,376 


9,976 


93,614 


62,26*3 


10.522 




60 


J, 


25 


25,400 


12 , 700 


29,210 


21,499 


11,6-5 


109,568 


72,874 


12.315 




60 


H 


20 


35,200 


14,080 


40,480 


25,138 


5,916 


55,51<i 


36,924 


6.240 




60 


|{ 


20 


28,000 


11,200 


32,200 


19,996 


B,796^ 


82,542 


54 ,899 


9.278 




60 




20 


22,500 


9,000 


25,875 


16,068 


10,996 


103,187 


68,630 
( .4970) 


11,598 
(O.BBo9l 




S5 


H 


29 


38,400 


11,520 


48,768 


35,891} 


14,185 


133,112 


66,157 


7,444 




55 


M 


20 


27,500 


8,250 


34,925 


25,705 


17,455 


163,798 


' 81.408 


9.1^ 




S5 


L 


20 


:l,^oo 


6.450 


:7,305 


20,096 


19*255 


180,689 


89^802 
..3713) 


10,105 
(11.I06C) 




SO 


H 


20 


37,300 


■',460 


52,230 


41,776 


26,476 


248,^51 


92,250 


8.306 




so 


M 


20 


30,300 


6,060 


42.420 


33,93' 


27,876 


261,588 


97.128 


3.746 




50 


L 


20 

1 


20,300 


4,060 


28,420 


22,736 


29,876 


280,356 


104.096 


9.373 





I * H • high-third. M • aid-third. L • low-chxrd sjl^ry group 
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Tabl* d.3 Coneinutd 



12 


13 


14 


15 


16 


17 


18 


19 




Addieion«l 
CocptnMClon 
(A«|« 67 

HidUn StA 
Ktaui SLA Kow) 


TotAl 

to Katlr« 
Employe 

(im2l 


8«lAnc« 

Qt 

Lint 
E«l«*s«i 

(4-13) 


TTZ 

A<te. Prof. 
4t SIS. 000 
?«r 2ZK tot 

Ouneion 


AnnuAl 
Inctntlvv 
CR (ISR> 
IncocM 

(TQCAl) 

f7 Median) 


lER 
«• % 

of 
Curr«nt 
SAlAry 

(16:4) 


XZR 

Ot 

}i«9Ular 

tR Annuity 
(16:5) 


t£K 
«s \ 

of 

Mandatory 
R Annuity 
(16*7) 






0 


938*500 


2,57 


527.104* 


70 


100 


80 




5,192 


113.346 


16.154* 


1.09 


25.960 


88 


125 


100 




7*304 


18.775 


7.725 


.52 


25.960 


98 


139 


111 




3»M4 


10.241 


23.259 


1.55 


23.*'^? 


71 


120 


88 




1*360 


16.349 


13.151 


.88 


23.883 


81 


136 


100 




t.U2 


20.929 


5.571 


.37 


23.883 


90 


152 


ill 




4.664 


11,989 


20.011 


1.33 


20.152 


63 


130 


92 




S»S74 


^S.lOO 


' 14.400 


.96 


20,152 


68 


141 


100 




7,553 


I9.4$l 


6.546 


.-'44 


20.152 


78 


160 


113 




4,247 


10.917 


27.583 


1.84 


18.646 


48 


129 


87 




6*117 


15.724 


17,776 


1/19 


18.646 


5^ 


149 


100 




9*8S7 


2S.JJ8 


-1,838 


• 


18,646 


79 


212 


143 

* 




3«980 


8.179 


25,822 


1.72 


24.380 


72 


120 


78 




6«480 


17.424 


9,076 - 


.61 


24.380 


92 


153 


100 




9.6ao 


19.390 


4.610 


.31 


24.380 


99 


166 


108 




8.126 


16.697 


15, 80^ 


1.05 


24.376 


75 


150 


89 




9 976 


20.499 


8.302 


.55 


24,376 


85 


169 


100 




llr676 


23.991 


1.409 


.09 


24.376 


96 


192 


113 




S.916 


12.1S6 


23.044 


1.54 


19.996 


57 


142 


80 




t.796 


18,074 


9.926 


.66 


19,996 


71 


179 


100 




I0»996 




-^4 


• 


19.996 


89 


222 


124 




14,I8S 


21.629 


16,771 


1.12 


35.705 


67 


223 


72 




17.4SS 


36.6IS 


685 




25,705 


93 


312 


100 




19.2SS 


29.360 


-7,860 


• 


25,705 


130 


399 


130 




26.476 


34.782 


2.518 


.17 


33,936 > 


91 


455 


81 




27.a76 


36.622 


-6,322 


* 


33,936 


112 


S60 


100 




29.876 


39.249 


-13.949 




33,936 


187 


936 


1 149 





* ?rotuflULbly thtsa ?«r«ona could r.ot be <jiv«t. inccntiv* itrly Annuities 1«m their ftor»«l 

•ATly rstirefltnt Annuieits* ^ 



* .NogAtiv« va1u« 

183 ' 
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and service cohort. Except for being computed for high, middle, and low 
income groups, this taule is read in the same way as Tables 3.1 and 8.2. 

Teible 8.4 Individual-3a«3ed Annuity with Partial Employment , 
shows the outcome of an option that provides the supplement to the regular 
early retirement annuity through part-time employment (up to 49% of full- 
time) . As with the other o'^tions, 2. supplemental annuity is purchaised 
to make up the difference between the early retirement annuity and the manda- 
tory age annuity, go into effect at the mandatory age. Again, the table 
is read in the same way as the earlier tables. 

Schemes more financially attractive to the institution (and 
thus less financially attractive to th e employe e) are illustrated in 
Table 8.5 Supplemental Annuity to Continue Annuity Contributions until T^e 
67, and Table 8.6 Continued Contributions to the Individual's Retirement 
Account* In essence both options involve an agreement from the institution 
to continue contributions to an employee's annuity account until the manda- 
tory' retirement age (again assumei to be 67) under the condition that the 
employee retire early. If the potential early retiree accepts the arrange- 
ment, his old budget line can be used to finance the continued retirement 
system contribution and to hire a new employee. 

Table 8.5 shows the option for a defined benefit plan. Table 8.6 
for a defined contribution plan. In both tables the potential early retiree 
is receiving a 2% per year real salary increase. In Table 8.5, where' the 
annuity is based upon age, length of service, and highest salary, the 
difference between an early retirement annuity and a mandatory age annuity 
is computed. This difference i? the supplemental annuity which must be pur- 
chased. The total cost, and t.iw level annual cost, of purchas.^ng the supple 
mental annuity are shown in the table. Again, the budget line released i? 
calculated. 

/ 

In Table 8.6, the defined contribution example, a different 
approach is taken. Here it is assumed that an institution continues 
both the employer and the en^loyee contribution to the retirement fund. 
This combined contribution is assumed to be 20% of the employee's annual 
salary. Thus, 80% of the budget line is released for a new hire. 
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Table 8.4 



INDIVIDUAL-BASED ANMUITY WITH PAR-TIAL EMPLOYMENa- 



Current 
Age 



«2 
62 
62 
62 

60 
60 
60 
60 

55 
55 

5§ 
55 

50 
SO 
SO 



Yearfif 
Service 
Credit 

NOW 



32 
27 
22 
17 

30 
25 
20 
15 

25 
20 
15 
I" 

20 
15 
10 



Present 

Mean 
Salary 
for Age- 
Service 
Cohort 



$32«500 
30«400 
29; 500 
33«500 

30,20G 
28,600 
26,700 
26,400 

29,100 
29,000 
25,600 
25,000 

29,200 
26,400 
25,000 



single EKpected 

Life \ Salary at 

Annuity | 67, 2%Ar. 
(SLA) ' Real 

Now Increase 



$22,880 
18,058 
14,181 
12,529 

18,120 
14,300 
10,680 
7,920 

10,193 
8,700 
5,760 
3,750 

5,840 
3,960 
2,500 



6 . 



Single 

Life 
Annuity 

at 67 



$35,750 
•33,440 
32,450 
36,850 

34,730 
32,890 
30,705 
30,360 

36,957 
36,830 
32,512 
31,750 

40,880 
36,960 
35,000 



$26,600 
24,612 
20,152 
16,646 

27,784 
24,207 
19,067 
15,362 

29,566 
27,107 
20,190 
16 « 066 

32,704 
^7,202 
21,735 



Supp. 
SLA Req*d. 

at 67 
(SSLA), 
[6-4] 



$5,720 
6,554 
5,970 
6,117 

9,664 
9,907 
8,387 
7,442 

19,373 
18,407 
14,430 
12,316 

26,864 
y,242' 
19,235 



Value 
o£ ssicJV' 

at 67 
[7x9.384] 



$53,676 
61,501 
56,027 
57,402 

90,687 
92,967 
78,704 
69 f 8^6 

181^7^6. 
172,731 
135;^li 
115,573 

252,092 
218,103 
180^501 



Ptresent 

Value 
of SSLA 

at 6% 

DiSCOUlit 



(.7473) 
$40,112 
45,960 
41,869 
42,897 
(.6651) 
60,315 
61,832 
52,346 
46,448 
(.4970) 
90,353 
'85,«47 
^67,299 
ST, 440 

93,662 
80,982 \ 
ir,02Q 



10 

Level , 
Annual Cost 

of SSLA 
[giAnnuity 

Value] 



(4.4651) 
$8,984 
10,293 
9,377 
9,607 
(5.9173) 
10,193 
10,449 
8,846 
7,850 
(8.8869) 
10,167 
9,660 
7,573 
6,463 
(11.1060) 
8,428 
7,292 

'6,hs 



Ms 



ERIC 



\ 



INDIVIDUAL-BASED ANNUITY WITH PARTIAL EMPLOYMENT 



11 


12 


13 


14 


15 


16 


17 


18 


Additional 


Total 


Bal;» 2e 


' FTE 


Annual 


lER 


lER 


lER 


Compensation 


Req*d. to 


of 


Asst * Prof • 


Incentive 


as % 


as % 


as % 


(49% Salary or 


Retire 


Budget 


at $15,000 


ER (lER) 


of 


of 


of 


current Salary 


Employee 


Line 


-Per ER for 


Income 


Current 


Regular 


Mandatory. 


Minus , Annuity) 


[10+11] 


Released 


Duration 


(Total) 


Salary 


ER Annuity 


R Annuity 






(3-12] 




[4+11] 


[isnl 


flSMl 


Il5i6] 


$ 9;620 


$18,604 


$13,896 


.93 


$32,500 


100 


. ^142 


114 


, 12,342 


22,635 


7,765 


.52 


30,400 


100 


168 


124 . 


14,455 


23,832 


5,668 


.38 


28,636 


97 < 


202 


142 


1 ill ^ 






• 


9P QAA 


bo 


911 




12,080 


22,273 


7,927 ' 


.53 


30,200 


100 


167 


. 109 


14,014 


24,463 


4,137 


.28 


28,314 


99 


198 


117 


,,13,083 


21,929 


4,771 


.32 


23,763 


89 


223 


125 




9n Ri '\ 


mJ , JO / 




9n Rft'i 


7Q 






14,259 


24,426 


4,674 


,31 


24,452 


84 


240 


82 


14,210 


23,870 


5,130 


.34 


22,910 


79 


263 


85 


^ 12,544 


20, 117 


5,483 


. 37 


18, 304 


72 


318 


91 


12,250 


18,713 


6,287 


.42 


r 16,000 


64 


427 


99 


14,308 


22,736 


6,464 


.43 


20,148 


69 


345 


75 


12,936 


20,228 


6,172 


.41 


16,896 


64 


427 


62 


12,250 


18,285 


6,715 


.45 


14,750 


59 


590 


68 



ERIC 



187 



Table 8.5 

SUPPI.EMEMTAL ANfflllTV TO CCWIMUE ANNUITY COHTRIDtrflWS VtmV ACS 67* 



I 


2 




' 4 


5 


6 


7 


8 


9 


Current 
Age 


Years 
Service 
Credit 

NOW 


I'rescnt 

Mean 
Salary* 
tot Age*^ 
Serv ic^ 
Cohort ' 


SLA At 67 
Qased Qi\ 
Preacnt 
SalJtry c 
Service 
but Age 67 


Expected 
salary at 
67, 21/Yr. 

Real 
Increase 


Single 

Ufa 
Annuity 

at 67 


Supp. 
SLA Ro'j'd. 

at 67 
(SSLA) 
[6-4] 


Value 
of SSLA 

fit 67 
[7x9.384] 


P^osent 

Value 
ot SSLA 

at 6% 
Oiccount 


















1.7473) 


62 
62 
62 
62 


32 
27 
22 
^ 17 


/32,500 
30,400 
29,500 
33,500 


$23,920 
10,070 
14,927 
13>,099 


$35,750 
33,440 
^2,450 
36,850 . 


$20,600 
24,612 
20,152 
IB, 646 


04,600 
5,734 
5,225 
5,547 


$43,917 
53,000 
49,031 
52,053 


$32,019 
40,211 
36,641 
30,899 

(.6651) 


60 
60 
66 
60 


30 
25 
20 
15 


30^200 
28,600 
26,700 
26^400 


20,030 
16,445 
12,202 
9,10U 


^4,730 
32,890 
30,705 
30,360 


27,784 
24,207 
19,067 
15,362 


6,946 
7,762 
6,785 
6,254 


65,181 
72,039 
63,670 
50,600 


43,352 
48,445 
42,347 
39,033 
(.4970) 


s 

55 
55 
55 
55 


25 
20 
15 
10 


29,100 
29,000 
25,6C'0 
25,000 


16,733 

Jl3,3.:o 

0,032 
5,750 


36,957 
36,030 
32,512 
31,750 


29,566 
27,107 
20,190 
16,066 


12,813 
13,767 
11,358 
10,316 


120,425 
129.190 
106,584 
96,805 


59,851 
64,207 
52,972 
40,112 
(.3713) 


50 
50 
5Q 


^0 
15 
10 


29,20C 
26,400 
25,000 


13,432 
9,10B 
5,750 


40,080 
36,960 
35.000 y 


32,704 
j27,202 
'21,735 


19,272 
10.094 
is, 985 


100,040 
169,794 
150,003 


67,194 
63,045 
55,696 



10 

Level 
Annual Coat 

Qs SSLA 
[9iAnnuity 

Valuel 



(4.4651) 

$7,350 
9,006 
8,206 
0,712 

(5,9173) 
7,326 
0,107 
7,157 
6,596 

(8.8069) 
6,735 
7,225 
5,961 
5,414 
(11.1060) 
6,050 
5^677 
5,015 



11 

Balance of 
Budget Line 
Released 
Annually 
13-101 



$25,150 
21,394 
21,^94 
24«788 

22,8/4 
20,413 
19,543 
19,e04 

22,36S 
21,775 
19,639 
19,586 

23,150 
20,723 
19,985 



12 

FTE 
AcGt. Prof, 
at $15,000 
per £R for 
Duration 



1.68 
1.43 
1.42 
1.65 

1.52 
1.36 
1.30 
1.32 

1.49 
1.45 
1.31 
1.31 

1.54 
1.30 
1.33 



* n»io i.cji*i«. I** wwmi Mi.cd a^avAiii'j Ltukt oupitluAuftL ickiuiitsd will Le etjudl Lo thu dl t f t^j^enue LeLween the cAi>ucLed annuity <tL a^ 
C7 dtid iiiJi tliw»L wuuld Lm iu^olufcd it tim oux ly luti&ee*^ account weiv le£t tu ut^cujnulcito until age 67. That ifl thu SLA at^ 
age 67 is Uased upon the early retireu'ii present salary, f- tesent years of service, but age 67 . 

N^Lu* U»id w|*LiMik the tjA«iy luLi&tiu luuuivtie flu ^^-icwoMtal payiount fcun thu univuioity 'xo» eaily ietix«norit to the 

(tiLAicak.fit d*jo. ..1 Lttu jA<iuUdLoiy xcsLiioaunc Age« cLo t^acly xeti&ee ieceivea the annuity he ^uld have teweived had he te 
e»ijloyed till the mandatory retireisent age and received a 2t per year salary increase. 
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Table 8.6 

CXDNTINUED CONTRIBUTIONS TO THE INDIVIDUAL'S RETIREMENT ACCX)UNT 



1 * 



^u^rent 
Age 



62 
62 
62 
62 

60 
60 
60 
60 

55 
55 
55 
55 

50 

59 
50 



Years 
Service 
Credit 
Now 



32 
27 
22 
17 

30 
25 
20 
15 

25 
20 
15 
10 

20 
15 
10 



3 

Present 
Mean 
Salary 
for 
Service 
Cohort 



Age--S7| 



4 

Expected 
Salary nt 
\ 2%/yr. 

Real 
Increase 



$32,500 
30,400 
29 , 500 
33,500 

30,200 
28,600 
26,700 
26,.400 

29,100 
29,000 
25,600 
25,000 

29,200 
26,400 
25,000 



$35,750 
33,400 
32,450 
36f850 

34,730 
32,890 
30,705 
30,360 

36,957 
36,830 
32,512 
31,750 

40,880 
36,960 
35,000 



Years Till 
Person 
Reaches 
Age 67 



5 
5 
5 
5 

7 
7 
7 
7 

12 
12 
12 
12 

17 
17 
17 



Total 
Salary 
Nov Till 

Age 67 



(5.3) 
172,250 
161,120 
156,350 
177,550 

(7.50) 
228,916 
216,788 
i02 , 386 
200,112 
(13.68) 
390,088 
396,720 
350,208 
342,000 
(20.41) 
595,972 
538,824 
510,250 



7 

Total 
Cost of 
the 20% 
Annuity 
Contri- 
bution 



$34,450 
32,224 
3i,270 
35,510 

45,703 
43,358 
40,477 
40,022 

79,618 
79,344 
70,024 
68,400 

119,194 
107,765 
102,050 



8 

Present 
Value of 
the 20% 
Annuity 
Contri- 
bution 



{.8418) 

$29,000 
27,126 
26,323 
29,892 

(.7941) 
36,355 
34,431 
32,143 
31,782 

(.6891) 
54,864 
54,676 
48,266 
47,134 

(.5997) 
71,481 
64, §27 
.61,199 



Balance 
cf Bud- 
get Line 
Released' 



$26,000 
24,320 
23,600 
26,800 

24,160 
22,880 
21,360 
\?1,120 

23,280 
23,200 
20,480 
20,000 

23,360 
21,120 
;20,000 



10 

PTE 
Asst. Prof, 
at $15,000 
per ER for 
Duration 



1.7 
1.6 
1.6 

l.;8 

1.6 
1.5 
1.4 
1.4 

1.6 
1.6 
1.4 
1.3 

1.6 

1.4 r 
1.3i 



^Eighty percent of the early retiree's budget line is released in each case. Like the option 
described in Table 6.5, the early retiree does not receive ^\ supplement from early retirement 
to the mandatciy retirement age, nor does he draw an early retirement pension. 
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RacalJ. that in the illustrarions of the other options the early 
retiree's early retirement income was compared with that at the mandatory 
age. In this example, this ccmputation cannot be made as the early retiree 
receives nej^ther an early retirement pension nor pension supplement. 

Comparincr the alternatives 

The above options can be compared along several dimensions/ in- 
cluding the funds released per early retiree, the replacements that may be 
hired, the eaxly retiree's SLnnuity income, and the institution's ability to' 
•^sel^^t*'^ the early retirees • 

Funds released per early retiree. Reduction of payroll costs 
and the replacement of older faculty members with younger persons are the 
two primary objectives of early retirement schemes. For 4ach' option, the 
payroll costs saved by the institution per person retired were calculated. 
In the case where an employee need not be replaced, these figxxres represent ^ 
actual payroll savings.. Where an early^ retiree must be replaced by a new 
employee, these figures represent the funds available for hiding a rebldce- 
mont. 

Each alternative, for at least one age-service group, will release 
sufiicienr funds-^-or at least come very close — for the hiring of an assistant 
professor at the asstimed salary of $1S,000 per year. Option 1, the full- 
salary option, comes close to releasing sufficient funds for the hiring of ^ 
a replacement only for persons -age4 62 with 32 or more years of service 
credit. For persons aged SO, the cost is greater than the funds released. 
Option 2, Che individual-based supplement, releases sufficient funds in two 
age-service groups. For persons aged 62 with 1/ or 32 years of service 
sufficient fuiais are released. Almost enough funds are released for per«=^ons 
aged 62 with 22 and 27 ^edirs ^f service credit. No persons at age SO or 
SS, no matter how many years of service credit^ telease enough money for 
hiring even one half-time replacement. 

When we examine Option 3, the group-based supplement, we see 
that th^ higher paid employees tend to release more funds upon retirement 
than do lower paid employees, this is a result of the difference in base 
salaries paid these employees and the greater increases that are given 
the. lower paid employees who agree to retire early. Among che lowest thirci' 
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(in terms of salary) , there is not one age group a^ which an e^rly retiree 
releases sufficient funds to hire a replacement. Within the mid-third of 
persons y two= cohorts release enough money to hire a replacement. And 
within the highest third, all but the youngest age group release suf.fi- 
, cient funds, within the lowest third salary group, there are several 
cases of a deficit, one shortfall being over $18,000. 

Option 4/ the partial en^loyment option, .releases sufficient 
funds for the hiring of a replacement for only the oldest age-service group 
(actii^ly only 93% of the $15,000) • Since the current employee is rehired 
on a half-time basis under this alternative, the break-even point would " 
be $7,500 1 enough^ money to hire a half-time faculty membe^r as a replace- 
ment. This being the criterion^ Option 4 is successfiil in four age- 
servic.e groups. \ r ' 1> '^^ 

" Cptions 5 and .6, where only^ continued contributions to** the 

retiree's annuity are provided, release the greatest amount of funds. In 

each case sufficient funds are released to hire a reolacement. However, it 

i 

is questionable whether there would be sufficient incentive under these 
options to cause en^plcyees to terminate early: 

In .the cases where an eatrly retirement will not free sufficient 
funds to -hire a full-time replacement, an institution that adopts such a 
^ program must value the contribution by a potential retiree less than it does 

the contribution to be provided by the retiree *j5 part-time replacement. Of 

\ 

course, an institution dould make a liberalized early retirement scheme 
available only to particular individuals if those empl yees were clearly the 
appropriate early retirees and if equity were not an issuo. 

, The analysis to this point provides information for determining 
the payroll costs saved jby the early retirement of a faculty member in a 
given age-service cohort,. If a college or university is able to identify 
specific individuals for early .retirement, this information may be sufficient. 
For various reasons, however, an institution might want to make liberalized 
early retirement availabjLe* to a group of faculty members rather than only 
to specific individuals. ^ In any event, ^the institution could reserve to 

itself the final decisiop all cases in" order to retain critical employees 

r 

and assure sufficient le^d time for the hiring of replacements. 

i 
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Ability to hire replacements . I 'n institution decides to open 
voluntary incenti.. -based early retirenvent to various age-service cohorts, 
it must know the percentage of each 'cohort likely to elect early retirement, 
in order to estimate the cost efrectiveness of alternative plan3. Since 
only rough estimates are available from the experiences of the few universi- 
ties that have experimented with th'ese schemes, localized esrimates will have 
to be made. 

In making these estimates an institution should recognize that 
the most efficient option—that is, "the one" with the highest replaceaant 
ratio— may encourage only a few early retirements. For example. Option 6 
frees more than enough funds -per early retiree to hire a replacement employee. 
However, there may be few persons who elect this option. On the other hand, 
Option 2 releases few funds per early retiree, but there, may be more persons 
electing the option with the rei^alt that it causes more turnover. To use 
Option 2 an, institution would ha^e to be ."satisfied with less than a one-to- 

f"j .. ^ 

one replaceijient ratio. ' » 

Deciding which oJtion uill be most attractive to the greatest ^WjXpt 
ber of employees will have to be done locally. Obviously Option 1, the full- 
salary option, would be very attractive to employees— but very expensive to 
the institution. The reverse would be tlie case for Options and 6. The 
choices appear to be among Options 2, 3 and ^4. If part-time ' employment is 
an important criterion, then Option 4 should be ^seriously considered. The 
choice between Options 2 and s'would depend upon'^historic salary practices 
at an ins- tution -(that is, do salary differences reflect merit?') and upon an 
estimate acceptance by current faculty members. 

Karl y retireaent annuity income . The economic .icentive- to retire 
early can. be measured by the relationship between the employee's annuity 
income from liberalized' early retirement and his annuity incbme from normal 
early retirement., In only one case does the liberalized early retirement 
income not exceed the noralal early retirement inct - This occurs under 
Option 3 for the oldest and longest tena employees Q^ming abpve the median 
salary for their age-service group. Their own normal early fetiranenc 
annuities would be greater than the incentive annuities based upon the 



192 




median salary for their age-service group. In practice, if these persons 
were to retire early, they would receive an annuity based upon their own 
f salary rather than upon the median of their age-service cohort. 

When the liberalized early retirement income is compared with 
the income expected at mandatory retirement, the increases are not as wide- 
spread nor so dramatic. However, the increased-benef its eairly annuities 
are cl^se to the value of the mandatory age annuities, and indeed this 
match was one of the primary factors considered in the development of the 
alternatives. However, the retiree receives no income under Options 5 and 
6 until he reaches* the mandatory retirement age. 

One of the major determinants of whether an employee will 
retire early is the level of the retirement income. IT the difference be- 
tween current income and anticipated retirement ihcome is great, a potential 
retiree will be encouraged to continue working. In most cases, early 
retirees suffer a reduction in income. The true ratios are slightly greater 
than those presented since the early retiree's eairly retirement income is 
no,t reduced by contributions to the retirement system, and the first pay- 
outs from the retirement system (those representing the employee's contri- 
butions) are not taxable. 

* « • 

In terms of total retirement income. Option 1, which was designed 
to provide an early retirement income equal to one's pre-retirement income, 
is the most attractive for the lower paid retirees (i.ndeed the alternative 
was so designed) . However, few funds are released under this alternative. 
Option 4, the partial employment option, provides retirement incomes of 
at least two-thirds of current salary (except m the youngest age group) 
but these individuals must work half-time to earn about half of this income. 
Option 2 provides fairly high retirement incomes, compared with present 
earnings, for selected age and service groups. Persons with 20 or more 
years of service credit receive at least two-thirds of their present salary. 

In terms of retirement income as compared with present income. 
Option 1 would be ranked first by most persons. Option 4 would be ranked 
first or second by persons who would like to continue working at their 
university, while Option 2 would be ranked second by persons who would 
rather not work after early retirement. Option 3 would be ranked first by 
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lower paid employees but last by the higher pai^ eraployees. From the Raxix 



retiree's point of view, neither Option 5 nor Option 6 is likely to be very 
attractive. Since the retiree gets no supplement and must wait until the 
mandatory retirement age to draw his full pension, he would certainly be 
reluctant to accept either of these options unless he were very close to the 
mandatory retirement age, had some savings, or planned to reemploy- 

Abilitv to select the retiree s. Unless an institution identifies 
specific employees and "convinces" them to accept early retirement, there 
IS little certainty that the appropriate persons will be encouraged to take 
advantage of the ^ retirement scheme. If it can be assumed that within a 
specific age and seir/ice cohort the more highly paid employees represent 
the more valued ones, then the group-based scheme rjiay be the most effective 
m terms of retiring the appropriate persons- Since retirement benefits are 
related to the median earnings level of the age-service cohort, the less 
valued en^loyees are encouraged to retire while the more highly valued em- 
ployees are encouraged to remain- With the individual -ba^ed early retirement 
scheme, just the opposite occurs. 

The partial employment alternative falls between these cases. 
Since the scheme is intended to reemploy early retirees on a part-time basis, 
the benefits schedule is related to the individual rather than the group. 
Thus, the persons who elect this option are those assumed to be somewhat 
highly valued- One might argue that these arc not the appropriate persons 
to retire on a part-time basis: the less valued employees should be retired 
partially and the highly valued employees should be retained full-time. This 
need not be so since the paftial employment option can be used in conjunction 
with a complete retirement alternative, making it possible to retain at least 
some of the services of those employees who are in high demand for both campus 
axid off -campus activities while retiring the less valued employees. However, 
it is not clear that employees in high demand want to retire early. 

Other Possible Alternatives 

Other alternatives intended to encourage early retirement have 

not been evaluated here. For example, certain ^ployees may not be given'^ 

annual salary increases as an attempt to encourage them to retire before 

the mandator-/ age. Another option might be to require all employees 
* J* 



to discuss their retirement plans with their superior at an early age, per- 
haps age 50. "Appropriate" employees might be encouraged to begin or in- 
crease " payments into a supplemental retirement fund. The institution might 
even agree to make matching contributions if the employee agreed to retire 
at a certain date. Although such schemes might work, they are not evaluated 
here because they are administrative solutions that would apply to a very 
small portion of an institution's faculty and would have little impact upon 
turnover or faculty age composition. 

Since the financial disadvantage of early retirement can be so 
severe if a person retj.res a decade or so early, partial retirement from 
perhaps age 55 through age 59 with complete retirement at age 60 might be 
seen as desirable. Again, few persons may decide to take this route, but 
it may be the best for some. If an institution provided part-time as well 
as complete early retirement options/ t^ie above route could be decided on 
individual bases. The direction of flow might be restricted to one-way, 
however. In order to calculate benefits and to plan for faculty staffing / 
faculty members would probably not be permitted to retire completely, then/ 
if dissatisfied/ to raemplcy on a part-time basis. 

The part-time employment option also might be considered because 
it would be the only way in which to encourage some persons who now plan to 
continue until the mandatory age to step down early. 

Still another option that might be considered would be lowering 
the mandatory retirement age, for example to age 65. Extensions beyond that 
age might be permitted. On the surface this alternative may appear attrac- 
tive. However/ in the case of one of our case institutions/ 20% of the 
faculty members now retire before age 65/ 13% retire at age 65/ and 9% 
retire at age 66. Thus, reducing the mandatory age to 65/ while requiring 
59% of the faculty to retire two years earlier/ would have little impact 
upon the number of younger faculty members who could be hired. The 
released funds would be available only *:wo years earlier. If ah institu- 
tion were to lower its mandatory retirement age, it seems reasonable 
to a<3s\ime that the lower age might apply to only newly hired employees, 
or if appiicaJDle to older employees, might be optional and accompanied with 
a supplemental payment of some type. 



Suinmary 

From even a strict cost staridpoinc it is not easy to identify 
the best alternative. The choice depends upon the objectives of the insti- 
tution. Moreover, there may be constraints on adopting the best alterna- 
tive in the case of those state institutions which are involved with public 
^ployee retirement systems that are governed by staite legislatures and 
include more than university employees. 

Since these early retirement schemes may not free sufficient 
funds to replace early retirees with new employees on a one-to-one basis / 
one of the most critical things an' institution must do is mak^ an' estimate 
of the marginal productivity of both potential retirees and potential new 
employees. If the sum of the marginal products of the cotential new ^em- 
ployees is greater than that of the potential rs^tirees, an early retira^nent 
plan might b^ considered an economically viable :?eans for faculty rejuvena- 
.tion- The following paragraphs summarize the cost effects of the six options. 

Option 1— Full-Salary Early Annuity . This "alternative is un- 
doubtedly the most favored option from the perspective of potential early 
retirees as they receive the same income in retirement as they //ould if 
employed. From the institution's vantage point, howev^-^r, this may not be 
a highly desirable alternative because it would permit only a low Replace- 
ment rate. 

Option 2~Individual-3ased Sari/ Annuity . This alternative 
saves an institution the 'most in salaries and has a reasonable replace- 
ment ratio, but it may not be effectiVe in ret;iring the appropriate employees — 
If financial consideration is the only factor at work, the benefits schedule 
IS sucn that the more highly paid employees have the greatest financial incen- 
tive to retire early. This scheme provides a moderate level of retirement 
income, and the early retiree receives his or her benefits with no part-uime 
employment required. 

This option illustrates, however, that iz can be expensive ro 
provide increased annuities to persons more than f =iw years from the mandator^' 
retirement age. Providing an increased annuity to younger employees or to 
employees with shorter terms of ser^/ice requires much of the cotential early 
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retiree's budget line; in some cases, the costs exceed the budget, line. , 
Only .wnen employees are approximately five years from the mandatory retirement 
age are sufficient funds freed to permit the hiring of replacement employ- 
ees on a one-to-one basis. 

Although this scheme may not save the institution a great deal of 
floney, it should enco.urage the employee to retire early. The early retirees, 
even those with relatively short periods of service, receive annuities equal 
to two^^thirds of their current salaries. 

Option 3 — Group-3ased Early Annuity . This alternative saves the 
institution the leaist amount in salaries,, but it may be able to retire the 
appropriate employees* Since early retirement benefits are related to the 
median earnings level of each age-service cohort, the less valued employees 
have the greatest incentive to retire early. This optic.i rates low m terms 
of total retirement income provided employees. 

Option 4 — Individual-Based Early Annuity Plus Partial Eroloyment . 
This alternative ranks high in terms of savings to the institution per employee 
retired. To the extent that those employees who elect to participate in this 
alternative 'are more highly valued, smd might have retired completely if the 
option were not available, it is somewhat effective in terms of its ability 
to retain selected faculty members on a part-time basis. The income received 
by an early retiree ranges from 59% to 100% of current salary, but the 
early retiree must accept a part-time position in order to earn about half 
of that income. 

Options 5 and 6 — Continued Annuity Contribujiions . These two op- 
tions are not directly comparable with the other options\because they do not 
provide retirement income from early retirement to mandatory retirement. 
The institution would have approximately 80% of each early retiree's salary 
line to reallocate under this option. 

A potential problem of these options should be noted. Since they 
may appeal only to persons who have arr/inged for reemployment, it is con- 
ceivable that they cou^d increase the cost to the institution of a natural 
process. Today some people decide at mid-career to leave an institution and 
move elsewhere with no special compensation. Instead of encouraging more 
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people to move to another institution, these options may cause the institution 
to compensate those persons already plamning to leave. The other options, 
it should be recalled, have a severamce payment or increased ,3nnuity intended 
to cause people to stop working altogether by providing them an .income in 
lieu of salary. Some persons electing these options may already have been 
planr.jjig to retire early, but the added benefits are expected to encourage 
additional persons to step down as well. Of coiirse, under all methods it 
will probably be necessary for the institution to establish eligibility rules 
and to manage the early retiremento so its manpower requirements are kept in 
vbalamce.. 

The tables presented in this chapter are only examples of how early 
retirement alternatives can be compared for employees of various ages with 
different service and salary histories. Of course, an institution should 
expand these calculations to include persons nearer to and farther from re- 
tirement and with various years of service credit. Also, it is extremely 
important that these figures be computed with institution-specific data . It 
should also-.be recognized that these examples did not include a consideration 
of Social Security income. Further, they assume a supplementary pension will 
*^ Le paid to bring an early retiri^ment pension to the level of a mandatory 
retirement-age pension. Obviously different calculations must be made for 
specific institutions . In addition, costs other than those of providing an 
increased pension should be considered. An institution will experience 
recruitment and hiring costs when it replaces the early retiree. While these 
costs would be Incurred with mandatory retirements as well, they would be 
encountered earlier than plsmned under an early retirement scheme I 

Detailed calculations^ for other options and for defined contributipn 
plans may be found elsewhere by persons desiring to perform their own analy- 
sis,^ The key factors to be kept in mind when replicating this analysis are: 

1. Determine the level of benefits to be paid the early retiree. 

2. Determine the mandatory retirement-age pension, 

3. Determine the benefits the early retiree will receive from his 
or her early retirement pension. 

4. Add to the expected benefits Social Security income if and when 
appropriate. 
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^5. Calculate th^ additional payment to be made to the early 
^ retiree. Determine both: 

a. The additional payment to b> iiade from early retirement' 
to the mandatory retirement age. 

bt. The additional payment to be made after mandatory retire- 
ment age. 

6. Determine the cost to the institution of these additional pay- 
ments. The cost will vary depending on whether the payment is 
made in one lump sum, whether an einnuity is purchased for the 
early retixee, whether the payment for the anruity is made 
in equa\l-si2e installments or whether the payment is made 
annually from the ijistitution' s general fwnds. Consider: 

a. The payment from early retirement to the mandatory retire- 
ment age might be paid from the early retiree's salary line, 
with 'the balsmce of the salary line being used to pay a 
replacement employee and to purchase for the ^arly retiree 

a supplemental pension that will go into effect at the 
mandatory age. ^ 

b. The early retirement payment might be paid in one year if 
the institution has sufficient funds on hand to finance 
the transaction.. The key point will be the size of the" 
early retirement lump sum payment. ^ 

If an institution is able to determine the aunount of an, annual sup- 
plement to be paid an employee, it can purchase such a supplement from an 
insurcuice company with a one-time payment, or level annual payments. Clearly, 
an institution should seek additional advice on ways in which to finance supr 
plemental annuity payments. 
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FOOTNOTES 

' ^ ^In earlier analyses we assumed an average salary increase of 4 

percent, Four percent was protfai)iy too high a figxire to assume for real 
salary increcises, par-ticularly with^ respect to older 'faculty members. Since 
perforziii^g those earlier analyses, wc have examined salary trends more 
"closely. Altljough the data were sketchy, we estimate that real rates (rates 
that do not include expected inflation) of about 3 percent for younger em- 
ployees, and of 1 to 2 percent for older employees, might be more appropri- 
ate for near-term estimates. 

Carl Vernon Patton, "A Seven-Day Project: Early Faculty Retire- 
ment Alternatives/' Policy Analysis , vol.- 1/ no. 4 (Fall 1975), pp. 731-753. 

'An actuarial table states tho cost at various ages by aex of $1.00' 
of pension incotne paid monthly for life at a given yearly interest race. 
The tables are revised periodically to reflect changing economic and mortal- 
ity conditions. 

^Decid.ing which discount rate to use proves troublesome because 
of inflation. Thei literature provides li.£tle guidance. ^ A paper dealing with 
the issue has been published; it xays out an argument for using either real 
interest rates and real prices or nominal interest rates and real prices. 
See: Steve H. Hanke, Philip H. Career and Paul Bugg, "Prdject Evaluation 
During Inflation,** Water Re s ources Research , vol. 11,* no. 4 (August 1975), 
pc, 511-514. 

^For further information on the same issue see: James D. Bruce, 
'**Costs and Benefits of Early Retirement in Academia," paper presented at the 
1976(>Annual Meeting of the American Physical Society, Mew York, Febru- 
ary 1976; Teachers Insurance and Annuity Association of America — College 
Retirement Equiti,es Fund, ''Bulletin: Provisions for Early retirement,'* New 
y York, 1972; David S. P. Hopkins, *'An Early Retirement Program for tSe Stan- 
fgrd Faculty: Report, and Recommendations/' Stzmford, Calif.: Stanford 
University, Academic Planning Office, 1972; and Hans H. Jenny, Early Retire- 
ment, A New Issue in Higher Education; The Finzmcial Consequences o'f Early 
Retirement, Mew York, TIAA-CREF, 1974. 
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9. IMPACT or' EARLY R2TIldM£NT AND 
MID-CAHHEH CHANGE ON FACULTY* COMPOSITIOi^ 



Universities and colleges became interested in v^ays to modify the 
composition or their academic staffs when th^y realized that the slowdown 
m expansion was beginning to reduce the number of new employees they could 
hire. Feeirs about an aging faculty were expressed^ and it was commonly 
held that there was a ••lump" of faculty members in the near-retirement age 
group (roughly ages 50-60) . Some people held that these faculty members 
hired eri masse during Jthe education boom of thd 1950s and 19'60s would 
prevent the hiring of* new employees. 

The argxament advamced was that early retirement could be used to 
induce faculty members in this large near-retirement cohort to retire* The 
result would be an increase in faculty slots available for new employees. 

Is Th^e cui Ace Problem? 

j 

At some^ insticuLions which we examined the age distribution table 
did contain a bui^ in the. near-retiremenc years; that is., there were 
larger percentages of employees in the 50-60 age c^roup. If some were ^ 
induced to retire, there vjould be additional slots available for new 
en^loyees, without upsetting the faculty structure in years to come. 

On the other hand, the age structure of the faculty at many other 
institutions took a more normal for: . with greater percentages of yqunger 
employees. Loo)d.ng at these data, one could advance the argument that the 
slowdown in hiring was due to the general reduction in the growth rate of 
higher education, not to an excess of near-retirees. To be sure, the 
percentage of young doctorates in institutions of higher education has 
declined,^ but the decline cannot be related to an overabundance of facility 
in the near-retirement years. 

If there are not greater percentages of faculty members in the 
near-retirement years, then even highly effective early retirement schemes 
may have little impact. There simply may be too few people to atrract to 
this alternative. FurtherT'saJi induced early retirement today means one 
less mandatory retirement tomorrow. In order to address this question, we 
examined faculty composition data for the nation ^and for specific institu- 
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tions. We found in almost every case that rapulf/ members are distributed 
in norsial -forni; that is, there are greater percentage^ in the younger 
ages/ with decreasing proportions in the older ace groups — with no substan- 
tial bulges of 'faculty members at any age. Any slight bulges which do 
exist occur at the younger ages, when people are not eligible for early 
retirement. 

These findings are illustrated in several sets of data we have 

reconiputed. in terms of national data we have produced faculty age distri- 

2 

butions both from Palmer's analysis of the 1972-73 ACE faculty survey and 
from the computer . tape of the 1975 Carnegie Survey of American Academics. 
The results are- similar for both sets of data. Figures 9.1 'througS 9.4, 
based on the more recent Carnegie data, summarize the age distributions ror 
all institutions and for selected categories of institutions : Research 
Universities 1/ Research Universities II and Colleges-Medium. For all 
types of institutions the faculty members "are distributed with the larger 
percentages at the younger ages.' Further/ there are no bulges in the naar- 
retirement cohorts (ages 52-61) . 

Of course these data may obscure differences among fields because 
they are aggregated. However, we further examined the data by field within 
selected types of institutions ana found little deviation from this pattern. 
From the 1972-73 ACE data we produced age distributions for faculty members 
by field within the Research University I category. We have also used the 
1975 Carnegie data to produce, histograms by field for high-quality universi- 
ties, high quality four-year colleges and medionl-quality four-year colleges. 
The same fLndi.ng results: large percentages of faculty members do not ^aii 
in the .aear-retirement age groups. Rather, th4 larger g^oupi.ags/ when they 
do appear, exisc at the younger age groups. For illustration, the histograms 
by field for the medium-quality universities are presented in Figures 9.5 
• through 9.15.* ^ ' 

Since we are working with aggregated data, differences in age 
distribution among individual institutions may be obscured. Nonetheless 
these data suggest that incentive early retirement will have a limited 
effect upon the age structure of academia as a whole, even though it may 
have a oCronger effect upon. the age str'^cnure at a oamicular institution. 
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Figure 9.2 , 
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^ riguro 9.3 
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Figure 9.5 
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figure 9.7 
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In order "to look beneath the aggregated data, we examined age 
distributions at several institutions where we were able to obtain faculty 
age data by field dMIT, Dartmouth, Stanford, and SUNY Plattsburgh) . This 
is a limited, although diverse ? sarnie, to be sure, but we again found no 
evidence of large percentages of potential early retirees. An excep'^ion 
occurs at Stanford, where special incentive early retirement was introduced 
several years ago. Several fields there, especially engineering, earth 
sciences, sciences and math, business, education , and social sciences have 
faculty distiributions that suggest eeirly retirement might be useful in 
opening the ranks^to younger faculty members- Although wc found no other 
faculty distributions of this nat:ure in the data we examined, similar 
distributions 'may exist elsewhere, and increased early retirements may 
serve those institutions. However, little change would b^ seen in the 
overall age composition of American college and university faculties. 

A Faculty Flow Model* 

o 

Colleges and universities interested in exploring the adoption 
of incentive early retirement programs would do well to test the inoact of 
early retirement upon their institutiojn through use of a faculty flow 
model. 

These models now exist. They describe a general aging trend of 
the facxilty under nhe so-called steady, state condition (where facility size 
remains constant) . The aging trend causes a reduction in the number of new 
hires that can be rnade^ unless current faculty members can be encouraged 
to leave the institution for one reason or another. Current faculty members 
might be encouraged to retire early, young faculty members might be denied 
tenure at higher rates, mid-career change programs might encourage outmigra- 
tion, or other forces might cause faculty members to leave academia for other 
purs\iits. 

For our purposes, it is important to note that in these models the 
retirement rates have to be boosted quite high to make mudi of an impact 



*This section was written by Robert K. Foertsch. 
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up9n the hiring rate or the age structure of the facult/. The change which 
ha" the greatest impact appears to be the tenure rate. If young faculty 
aemfaers are denied promotion and thus are required to leave the university, 
high faculty tjumover can be maintained* It is easy to see that causing 
faculty to retire a^faw years early ha:: a limited impact, as these people 
would be leaving in a few years ainyway, Furthe:;, when people are induced 
to retire a fev. years Cdirly, there is a ten^orary increase in the retirement 
rate, followed by a return to approximately the pre-earl/ retirement program 
rate, as people who would have retired in years to come have left the faculty 
because of early retirement. 

In order to test the impact of increasing the retirement rate or 
encouraging people to leave the university at mid-caireer, we produce^d a 
faculty flow model. Although other models axe available, the detailed data 
needed for those models were not at our disposal. Instead, we developed 
a basic model to which we could apply our limited aggregate data. Our 
approach was to test the sensitivity of the model to .changes in retirement 
rates, tenure denial rates, mid-career change rates, etc. 

The following pages summarize the iterative process we used to 
test the impact of alternative tates upon both a normally distributed facu\t7 
population and a faculty population with a greater proportion of older 
roeirtbers. The analysis begins with an investigation of the impact of various, 
population change rates upon the normally distributed population. (The 
particular rates will be discussed later.) After testing the impact of 
each rate upon the base population, "'with all other rates held constant, the 
interaction effect of combining rates is investigated. Again, the normally 
distributed population is used. After identifying what we judge to be 
appropriate rates ^ the sane procedure^is followed, using the older population. 
Finally, we apply the "proper" rates— rates that caused increased turnover 
Without skewing the faculty distribution— to both the normal "and the ol.der 
facultv distributions . 

Features of the model v> 

Our model was developed to project hew a university faculty changes 
over tirte. Factors affecting faculty growth and change were considered in 
the^'fiDrmation of the model. These include (1) tenure denial, (2) death and 
retirement, ( 3)^/" taking a position elsewhere (outmi§ration) / (4) mid-career 

O \ ' 137 , 

ERJC 213 



change, and (5) new hires. The model is able to take total rates for 
• tenure denial/ outmigration , and new hires and apply them to a distribution, 
among the different age groups* . These distributions sv-n to unity and can 

be altered upon input* 

*• . ». 

The model utilizes ia total tenure denial rate and a tenure denial 
distribution for the age cohorts 30-34 ^and 35-39. Limitations on available ^ 
data forced us to develop our model in this manner. It wcis assumed that 
most tenure decisions* were made on faculty members less than age 40. 
Further , it was assumed that a decision whether or not to award tenure was 
usually made within seven years. Thus, we decided that in our model two 
4ge cohorts would be sx^jected to the tenure denial rate distributions. 
Since most decisions on tenure are made before the faculty member reaches 
his late thirties, the model assigns more denials to the 30-34 cohort than 
the 35-39 cohort. 

The empirical death and retirement rates are the mo'st straight- 
forward of all those used in our model. In the younger age cohorts these 
rates exclusively represent death rates, while in the older cohorts they 
represent a combination of both death- cind retirement. Tl*ese rat;es are 
applied directly to the population in each age cohort. \^ 

In our model, the total outmigration rate is applied to the total 
population. This yields the total number of faculty members who will leave 
the population that year. This total number is then distributed throughout 
the entire population according to a distribution specified by the analyst. 
The total outmigration rate and the distribution of outmigrants can be 
changed independently of each other for analysis. 

In, an effort to bring as much reality into our model as possible, 
we have incorporated a mid-career chamge rate . Generally, after the tenure 
decision has been made, some faculty members have second thoughts concerning 
their careers, as evidenced in the outifdgration rates. In addition/ special 
incentives could be provided to make people leave the university between 
ages 40 and 50. We depict the results of such an inducement policy through 
hypothetical mid-career change rates. 

The totai new hire/replacement rate is applied to' the total number 
of faculty members who leave the population. First we determine the percentage 
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Of all outsiigrants . tenute denials/ laid-career ch^mges , ,ercl to be replaced 

with new employees (e.g., 80% to 105%). In our ncdel we assume a sready 

state and use 100%. This yields the number of faculty meirbers to be hired. 

These new hires are then distributed anong the age cohorts according to a 

distribution specified by the analyst. Since nev hires to a faculty are 

.usually young persons with advanced degrees ^ it stands to reason that the 

two youngest age cohorts should receive the aiost new hires (70%) . In this 

« 

analysis we used hire rates reported in recent ACS data. 

The model accepts as input, in addition to the previously mentioned 
rates and dist:;ibutions , a base population distributed b^ age cohort, the 
base year, and the number of five-year periods which are to be projected. 
The model is designed to accommodate differing combinations of rates, 
distributions and base populations. In addition, at the analyst's option, 
the population table, showing all changes in the population,, and the 
population histogram can be printed at one year ^ntaJr^-als . With still 
another opjtion, the model will automatically set a scale for the population 
histogram or one may be spepified. 

Our analysis was carried out using adjusted rates from Cartter 
( 4 
and McDowell and the Berkeley Faculty Flow Model. We utilized a hypothetical 

base population from ACS data grouped according to the Carnegie classification 

of Research University I as reported by Palmer. Ti^is gave us base age 

distribution data in commonly accepted five-year groupings. 

Sffects of alternative tenure denial rates 

Experimentation with our model revealed that the* total tenure 
den.ial rate seemed to be the most sen^itiye- Figure 9.18 shows the i.-rput data 
specified for a, projection using a normally distributed base year copula^iion* 
Figures 9.17a through 9.17d report projected distributions for three ffve- 
year intervals. The projection is produced by assuming a 1% annual total 
tenure denial rate combined with a 1% total outaigration rate and a 1CC% 
total new hire/replacement rate (steady-state -sodel) . The resulting 
population has a large nuaber of faculty members in the oldest cohorts and 
a few in the younger cohorts. The bulk of the population has passed through 
the years of tenure decision unscathed and now r-^presenr a large group of 
faculty members aged 45-60 who are beginning to consider retirement. 
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The same base distribution was analyzed under alternative assmp- 
tions. Although we do not display the results, we ran the model wi,th a 5% 
total tentire deijial rate with avarything else the same as with the first 
projection. We found a bi-modal distribution beginning to form. The 
upper portion centered around those aged 55-59 who had already been granted 
tenure during or before the base year. The lower portion centered around 
those aged 30-34 whose tenure decisions had not yet been reached. 

The final projection assumed the implementation of a 9% total 
tenure denial, with the other rates held the same as in the two previous 
projections. This time the projected population ejchibited a decisive 
bi-modal distribution. A large void in the middle age groups resulted from 
a large tenure denial rate to faculty in the tenure-decision years. 

After analyzing projections done at the 1%, 3%, 4%, 5%, 7% and 9% 
levels, we decided to ^use a 4% annual tenure denial rate throughout the rest 
of our analysis, as it seemd to make the projected population more normally 

distributed, and as it approximates the averg^ge tenure denial rate at several 

t 

pf bur case institutions . | 

The next task that was undertaken was to examine how the rates 
used for d^ath and retirement affected population outcomes. 

Effects of alternative death and retirement rates 

For this portion of our analysis, the death and retirement rates 
for the oldest three cohorts were manipulated, while the rates for the 
remaining six cohorts were not changed. We analyzed three projections 
differing only by the death and retirement rates applied to the three 
oldest cohorts. The first assumed rates of 5%, 10% and 40% for the 55-39, 
60-64, and 65-and-over age cohorts respectively; the second projection 
assumed 7.5%, 20% and 60% respectively for the same age cohorts; and the 
last projection assumed 10%, 30%, and 75% respectively for those cohorts. ( 

f It was determined that to cause a significsmt change in the 

composition of the population, the death and retirement rates for the 

oldest three cohorts had to be changed drastically. By drastically, we are 

referring to about a 10-15% increase in the death and retirement rate by 

age cohort. This represents major policy decision to be made by the 

institution concerning mandator/ retirement ages and incentives for early 

' retirement ♦ 
O • '193 

imc ,221 



Sffects of alternative outniigration rates 

We also analyzed the result of assuming an increase in the total 
outmgration rate. Populations were projected using a 1% total butmigration 
rate and a 3% total outnigration rata. These projections revealed that the 
model is sensitive to changes in the outndgration rates t and a bi-modal 
distribution of the population again results from increases in this rate. 
The combined effects of higher death and retirement rates coupled with the 
3% total outndgration rate produce these results. Moreover, we feel that a 
3% total outmigration rate is beyond that which cem be expected J^n today's 
economy. For this reason a decision was m^4e to keep the total outmigratiion 
rate at the 1% level throughout the rest of our analysis. (In most institu- 
tions the' rate probably does not exceed 1.5%:) Rather than asstiming a large 
increase in this rate (which applies to all age groups) , one could instead 
effect changes in outmigration by inducing mid-career chsmge for people in 
specific age groups — those ages at which outmigration will be worth the 
effort smd money spent inducing people to leave. 

Sffects or altemgLtive mid-career change rates 

We next tested the model ^s sensitivity to changes in the mid-career 
^change rate. We thought that this factor would affect the upper end of the 
population distribution over time, as well as have an immediate impact upon 
younger faculty members. We expected the number of older faculty members 
to decrease as a result of mid-career change, while the number of younger 
faculty would increase as a .result of the greater proportion of new hires 
and replacements being r^de in the younger ace groups. 

Projections using 1%/ 2V, 2md 3% respectively as mid-career change 
rates substantiated our hypothesis. For our zmalysis, ,ve decided to use 
mid-career -change rates of 2% since this projection yielded a fairly normal 
population distribution, and we hardly believe that a higher rate could .be 
induced, no matter how much money a university or college might spend. 

S ffects of alternative fates on an older copulation 

After obtaining rates by using our model on a normally distributed 
faculty, we decided to see what happens with a population which is distributed 
differently. We chose to use a faculty with a mandatory retirement age of 
SZ, whose median age (45-49) was older than in the normally distributed 
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population; We used the distribution of one of our case institutions 
applied to a population of 1000 persons. ^ 

From previous experimentation we had found that total tenure 
denial and outsdgration were the two most sensitive factors in our model. 
It was decided that regardless what the base population distribution 
happened to be these rates appeared appropriate. (See the previous 
discussion of tenure denial and outaigration rates.) 

Figure 9.13 depicts the input data specified for projections using 
an older faculty. Alternative projections of this older faculty distribution 
were made using 1%, 2% and 3% mid-career change rates respectively. The 1% 
projection for a fifteen-year period is illustrated in Figure 9.19a through 
9..19d. yhe projections describe a faculty beginning to grow younger afe the 
result of the mid-career change rate , . The faculty must pass through the 
mid-career change "filter." As a Result, fewer of them move into the 
oldar age cohorts . This also yields -^vacancies which are usually filled by 
persons in the younger age groups. 

The idea behind selecting the proper nid-career change rate is 
to move out a few faculty members before th^y enter the upper age cohorts 
■ while at the same time keeoing the number of new hires in the younger cohorts 
at an even replacement level . We find it hard to imagine a mid-career 
change rate greater than 2-3%. 

We produced projections using 4% total tenure denial, 1% total 
outmigration, and 3% mid-career change rates, while varying the death and 
retirement rates in the upper three age cohorts. The first projection, 
which used 5%, 10%, and 40% respectively for the three oldest age cohorts, 
resulted in most faculty members reaching the m.andatory retirement age at 65. 

The ne.^ projection, which used the 7.5%, 20%, and 60% levels, 
gave us a good distribution among the faculty population. The number of 
persons reachir.g ^he mandatory retirement age was cut in half, but the 
younger faculty age groubs did not "bulge" sL-.ce they still had to pass 
through the tenure denial and mid-career change "filters." 

The final projection, done at the 10%, 30%, and 75% levels 
respectively, left us with only a fifth as many people reaching the mandatory, 
retirement age as the first projection. In addition, the number of faculty 
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laembers in the younger age cohorts was growing too quickly. Therefore, we 
decided to set the death and retirement rate for the oldeSw age cohort at 67% 
(splitting the difference between 60% and 75%) and to use 10% and 20% fbr 
the 55-59 and 60-64 age groups respectively • This was decided in an effort 
not to drastically chsmge the faculty to a yowger one by allowing large 
numbers of new hires to enter at 'the yomger age cohorts . ^ 

Testing the imbact of the "proper'^ rates 

We produced projections using the 10%, 20% and 67% death and 
retirement: rates. In the first projection we used the older faculty 
distribution as the base population (Figiires 9.20 and 9.21a-9.21d) . In the 
second projection we used a nonnal population distribution (Figures 9,22 
and 9.23a-9.23d) . The slight bulge in the 55-59 age cohort results because 
of the number of five-year projections csirried out (three periods) • If a 
fourth projection had been done, in each population the bulge would have 
disappeared after the death and retirement rates had been applied toif the 
cohort. In each case, the population distribution smooths out as a result 
of the application of these rates. This result could enable an institution 
to plan more effectively for faculty staffir-g since year-to-year fluctuations 
in new staff requirements- would be ndnimized. Further, this projection 
shows that an "old" faculty can be made younger, and a "young" faculty can 
be kept from aging, through the application of the "proper" rates. 

Certainly this do^ not mean that these are the rates which should 

be sought at every institution. Rather, they describe the changes that 

can be brought about through specific changes in policy. The type of faculty 

desired will change from institution to institution and thus so will the 
> 

desired retirement rates. 

Increased retirement rates caii cause stabstantial proportions of 
older cohorts to leave, but because of the small size of these cohorts and 
their pro^finity to the man?iatory retirement age, these increased rates 
Have relatively minor impacts upon the number of new hires that can be made. 
To a. Jce major chances, the rates woul^d have to be boosted to ridiculously 
high levels., 
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Summary 

Our mbdel shows that tenure denial and outsiigration axe the most 
sensitive of the rates. The other rates — mid-caureer chsmge and death and 
retirement, as well as the distributions among the cohorts for new hires 
and outmigration — should be thought of as the "fine-tuning" in the effort 
to obtain a desirable faculty population distribution. 

Administrators are reminded that although our model (through 
the proper, selection of rates) yields a particular population, other 
factors must also be considered. For example, how caji an institution 
realistically obtain a 20% death and retirement rate in the 60-64 age cohort? 
Certainly, it csmnot control the death aspect of the rate. This liaves only 
retirement, A system of incentives must be established to make retirement 
an attractive alternative for 20% of that age cohort. This involves not 
only a policy change by the institution, but also financial planning to go 
along with the desired change. Clearly, in today's economy, a university 
cannot afford to make a wrong decision concerning the cost of such a policy 
change . 

• VJhat can ba seen from this exercisot is that manipulating the 
p^ope* .rates can yield just about any population distribution an institution 
d«^sires. Whether these rates can be obtained in practice is another question. 

As we have discussed earlier, the total tenure denial rate is the 
roost sensitive rate in our model. An administrator might think that by 
increasing the tenure denie.1 rate a desired population distribution could 
result. We have seen, however, that when the tenure denial rate is increased 
to a high level, the population takes on a bi-modal distribution. 

Other reasons that an instituti m might not consider a high 
tenure denial rate include: (1) it discourages faculty from coming to a 
university because of its policy of not grsmting tenure, and (2) the faculty 
population distribution will result in fewer facult:^- members in the middle-age 
cohorts since few are granted tenure. Going to zhe other extreme and choosing 
a low tenure denial rate is not the right approarh either, A middle rcinge 
for this tenure denial rate must be obtained in order to minimize difficulties 
and produce an institution's desired population. 
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In practice, tec few older facultif members are affected by a 
policy which banks on high retirement rates,, Basically, this is because of 
the expanse involved in obtaining high retirement rates. We find it hard to 
believe .that even those institutions where cost is no object will be success- 
ful in obtaining high rates of retirement. 

We found in our analysis that the mid-career change rate seemed to 
Work well for institutions which wanted to cut back the number of faculty 
approaching the near-retirement years. We do not know of any programs now 
in effect which induce substantial mid-career change. Although manipulation 
of mid-career chance rates is possible in our model, in practice — even in an 
effective program — it may be difficult to obtain the rates which we have 
used. 

\ An analyst might want to increase the outmigration rate beyond 

what we believe is the market-induced level. The result of this increase 
will not represent much change at the older faculty ages. We suggest 
^^keeping this rate at. the market-induced level for almost all in.<;titutional 
analysis . 

Working with these, rates is, in many ways, li.ke tuning a UH? 
television station. The 'total .tenure denial and outmigration rates can gen 
you near the mark, while the mid-career change and early retirement rates 
can be used in "fine-tuning" your faculty picture. 

Possible changes in the model 

Our model is intended to descriira ge.neral changes in thr distribu- 
tion of faculty members, using rates and distributions describing academia 
in general. For a specific institution another model, one dealing with one- 
year age groups, years-to-tenure rates, promotion rates, etc., would be 
c.mcre appropriate. The model used in this analysis was merely intended for 
analyzing the results of different combinations of rate setting to test 
the iiQpact of alternative policies on t-/pical population distributions. 

Mora sophisticated models have been develop*;.-, and an institution 
seriously considering early retirement options should analyze its proposed 
policies through the application of one of these models. At least one -nodel 
^3 available to interested organizations: The University. of Southern 
Califpmia Faculty Flow Model, available from the Office of Institutional 
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studies, University of Southern California, and developed by Dr, Paul Grey. 
The niodel is based on individual cases as opposed to age-cohort distribut;ions 
of faculty. Instead t>f using a tenure denial tate, this model msikes use of 
a probability distribution for the deteraiination of tenure, and thiis requires 
a record of tenure history • The model is applicable to schools with facul- 
ties of \3p to 200-250 persons. 

A second model, developed by David S. P. Hopkins at Stanford, 
follows changes in the age cohorts of the faculty. 'A Markov-chain process 
projection of faculty population distributions can only be done with rates 
obtained from historic data.^ w 

A third model, developed by R. G. Scljroeder, also uses faculty age 
cohorts, in maJcing projections.*^' Through linear programming techniques, 
optimization of faculty use and salary costs C5n be obtained. This model 
has several inputs, perhaps the most interesting of which is student course 
demands. This demand is then reflected in the number of faculty members 
needed to teach in that particular field on a yeairr^tp-year basis. 

We urge all those with further interest in these models to 
excunine them and, where appropriate, make variations in them to suit their 
specific needs. 
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10 ♦ CONCLUSION 
The Promise of Early Retirement and Mid-Career Change 

I, 

Early retirement's appeal has waxed and waned during the past few 
years. At first, early retirement was billed as a way to save mon%. at the 
sane t^iiae a faculty was revitalized, by replacing worn-out academics with , 
new, vigorous ones. Whether 2ur,yone readly believed this could be done is 
hard to say. In practice, institutions found they saved little money because 
the retiring person usually had to be replaced, and in some instances 
highly valued faculty left. Further, the practice of inducing someone to 
retire was challenged as tantamount to firing an employee. When word of 
these problems began to circulate, some institutions backed away from consi- 
dering increased benefits early retirement. 

At the same time though, a number of institutions, both public und 
private, inside and outside of academia saw induced early retirement for 
what it was: a way to encour:age a few people to retire early. These 
organizations saw that by carefully .setting benefit levels, by clearly 
Stating the terms of the early retirement provision, and by approaching' the 
proper employees in the right way, thexa wets an adveuxtage to carrying out 
an increased benefits esirly retirement plan. Certainly, t^is scheme alone 
would not dramatically change the nature and composition of their work^force 
or faculty, nor would it save them a great deal of money, but it would 
permit a few important replacements. These orgsuiizations saw several 
advsmtages. On the one hand, for a modest expense, a few poor performers 
(who might be hurting morale) ' could be encouraged to leave , as opposed to 
being fired. This could permit hiring new employees vith needed skills 
during times when staffs were otherwise not increasing. On the other hand, 
increased benefit early retirament could take it possible for some individual 
who wanted to retire early (but who might not have enough years of service 
to produce a decent pension) to obtain the financial mesms to do so. In a 
few cases, even when replacement employees were hired, the organizations 
saved a little money; but almost unanimously these organizations point our 
^that saving money should not be the primary reason for adopting an incentive 
eaMy retirement scheme. Rather i if an organization wants to make a few 
qualitit^^ve adjustments, early retirement can help. 



Mid-career change is amcther story. Few firms have programs to 
fq^cilitate mid-career change among employees at higher levels of education 
and responsibility. Most retraining at higher levels is directed at highly 
valued employees whom the firm wamts to retain. There is a general reluctance 
to make additional investments in unproductive employees who do not have 
tenure and who can be terminated, trams f erred or encouraged to retire. 

o 

Institutional programs for faculty retraining ,are a recent development. 
These/ however, are not career change programs per se, since the retrained 
faculty gen*: lly continue within the same institutions or systems, though 
perhaps in different departments. 

Our research suggests that early retirement and mid-career change 
are potentially useful tools to be used by academia in its attempt to 
encourage turnover in the faculty ranks. However, these tools are only two 
of several that should be used for this purpose. As our faculty flow model 
shows (and as the models used by others also depict) , the early retirement 
rate has to be boosted quite high to make much of an impact on a faculty in 
quantitative terms. Similarly, induced outmigration in the middle-age 
groups has to be several percentage points per year to permit extensive 
hiring of new employees. We doubt that either the early retirement or the 
mid-career change rates could be boosted high enough in practice. 

Extensive turnover can be induced by reducing the rate at which 
tenure is granted (or in our model increasing the rate at which it is denied) , 
but there is a practical limit to the percentage of young faculty members 
that can be denied tenure. This is for two reasons. First, although high 
tenure denial rates will cause high turnover (even when faculty size is held 
constant), that turnover will be limited to the under-fcrty group. Second, 
excessively high tenure denial rates will undoubtedly have an effect upon t.ne 
labor supply. Even graduates who have tha ability and drive to atdvance may 
avoid entering academia if they see tenure denial rates set to niaximizs 
turnover . 

Before Dumping on the early retirement or mid-career-change band- 
wagon, institutions must be certain as to t.^^ r needs, the crice they are 
willing to pay for turnover, and how changes in the early retirement and 
mid-careel: change rates will affect faculty flow at their own institutions . j 
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We recommend that each institution considering these options examine its 
current faculty age composition by field, its tenure-granting rates, its 
outmigration rates, etc., and use these findings to calculate the impact of 
various mid-career and early retirement options. An institution may find 
that its staffing problems will be ameliorated by the natiiral aging of the 
faculty during the next five to ten years , or it may find that one of the 
options described in this repprt can be helpful and worth its cost. 

Summary Evaluation of Early Retirement Alternatives 

Evaluation criteria 

In order to judge the effectiveness of an early retirement alterna- 
tive, it is necessary to consider it in relation to a set of evaluation 
criteria. The criteria derived during the design stage of this project still 
hold. They are: 

Funds freed by the alternative . Will there be s;-fficient funds 
freed to hire replacement faculty members? For how long will these funds 
be available? Our .research suggests that the benefits (in terms of cost 
savings) to institutions often were overestimated when early retirement 
programs were initiated. It will be essential to identify clearly the 
quantity of funds freed by each alternative. 

The employee reple.c^ent rate . Another W£:y to express the amount 
of funds freed is to translate those funds into the numbers of persons who 
can be replaced. This measure is not identical to the first criterion 
because here one considers the number of persons who select an alternative. 
While one option might free more funds per early retiree, another option, 
though releasing fewer funds per person, might appeal to more employees and 
thus free more faculty positions. While some institutions may view these 
options as ways to reduce their budgets, others may yiew them as ways to 
increase ti;irnover. The employee replacement rate within departments and 
within institutions is thus cin important criterion. 

Retirement income and annuity level . From the perspective of the 
potential early retiree, the level of the retirement annuity is perhaps the 
mont important criterion. The level of that income should be measured in 
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two ways: (1) early retirement annuity as a percentage of normal retirement 
annuity, and (2) early retirement annuity as, a percentage of pre-retirement 
salary. An additional factor might be considered. Since some of the early 
retirement options include a part-time employment provision, the level of 
retirement income and of retirement annuity income must be distinguished. ' 
Under a particular option, a retiree may receive greater benefits but may be 
required to work part-time. 

Administrative feasibility > Administrative considerations include 
the need (if any) for changes in pension legislation or basic personnel 
policy before a scheme can be implemented, the source of funds with which 
to finance the plan, the discretion to reallocate released fronds, etc. A 
related question is whether the early retirement alternative can be used to 
select the right employee without undue disruption to the institution. 
Specifically, will deans and chairmen see early retirement options as 
sufficiently attractive that they will encourage the "appropriate" faculty 
members to investigate them? If a faculty member opts for one of these 
schemes, will the department benefit and not only in a financial sense? 
Further! are the alternatives reasonable when the age structure of the 
faculty is considered? In some cases there may be no age-structure problem. 
In other cases the normal sequence of events may correct low levels of 
retirement. 

Legal feasibility . Any early retirement plan must be designed with 
cognisance of its present and potential legal implications. Will the proposed 
alternative invite charges of discrimination from persons who feel that they 
are being forced to quit working because of age? Such a suit (as we have 
discussed in Chapter 7) could be brought against an employer under the Age 
Discrimination Employment Act of 1967, How do the alternatives stand in 
relation to ERISA laws and to Sections 403(b) and 415 of the Internal Revenue 
Code? Specifically, how may the supplements be purchased and pa^ to the 
employee? What are the potential tax problems? ' 

Political feasibility , Institurions considering early retirement 
alternatives must recognize that potential political problems exist. On tihs 
one hand, employee anions (or faculty associations) may reacr against an 
early retirement provision if it appears to infringe upon job security. On 
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the other hand, they may support early retirement as an employee benefit. 
Depending upon the nature of the pension system, approval of early retirement 
options might have to be obtained from external sources. For example, some 
universities and colleges must deal with legislatures that control retirement 
plans; in those cases early retirement provisions must not appear to be a 
gift of public funds. 

Market feasibility . While each program alternative may appear 
desirable from a cost and administrative perspective, each may not be equally 
responsive to the needs of the labor market. Early retirement schemes that 
include part-time employment provisions must also be evaluated in terms of 
the ability of the labor market to absorb these persons. Another factor 
must be recognized: although an early retiree may not plsm to reemploy on 
a part-time basis, the potential availability of employment, if needed, may 
influence the decision to accept early retirement. 

Meeting the criteria 

Although each institution will have to develog^ its own analysis of 
the pros and cons of various early retirement alternative^, we have attempted 
to evaluate the alternatives described in Chapter 1 by the criteria presented 
above. The ten alternatives discussed earlier include: 



1. 


Full-Salary Annuity 


2. 


Severance Payment 


3. 


Individual-Based Annuity 


4. 


Group-Based Annuity 


5. 


Individual-Based Annuity with Partial Employmeni: 


6. 


Group-Based Annuity with Partial Employment 


7. 


Continued Annuity Payiftents 


8. 


Severance Payment with Continued Annuity Payments 


9. 


Liberalised Benefit Schedule 


10. 


continuation of Perquisites 



Table 10.1 summarizes the following discussion of the degree to which each 
of these alternatives meecs the criteria. 
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Alternative l~ F ull-Saleun/ Annuity . This alternative frees few 
funds because the employee's salary is being continued. However, for long- 
term employees with substantial pension accumulations, a moderate amount of 
funds may be freed, and this is of course a plan with a high acceptance rate. 
Unless money is no object, however, few employees can be replaced under this 
option because few ftjnds are released per employee. Of course, the employee 
who retires under this option has a high income replacement level . Such an 
option is easy to administer since the organization in essence selects 
people to participate. There may be legal problems because of the limitation 
on the amoxant of funds that can be added to one's pension at retirement. 
There may be political problems as well, since other employees may see this 
as a payment to an employee for poor performance''. The question of market 
feasibility does not apply since the early retiree would not be reemployed, 
nor would he need to reemploy, because his retirement income would be 
substamtiail. 

Alternative 2— Severance Payment . This alternative often frees a 
sizeable portion of the early retiree's salsiry line since the lump-sum 
payment may be equivalent to one yearns pay. The employee replacement rate 
is high under this option for two reasons: (1) a substantial portion of an 
employee's salary line remains after this alternative is financed, and (2) 
the option typically appeals to a sizeable number of employees. This option 
produces a medium to low income replacement level since one year's salary 
is spread over several years. The option is relatively easy to administer , 
as eligibility criteria ire easily defined and the^fe are no problems such as 
finding part-time employment for the early retiree. There should be few 
legal problems , as the precedents for this type of payment have been clearly 
spelled out. Since the .potential retiree will receive less than full salary 
at early retirement, there should be only moderate political difficulty with 
this opti^on. However,, some persons may still see this as a reward for poor ^ 
performers . There may be possible market feasibility question? associated 
with this alternative, as some persons may resist acceptance of the option 
if they fear they may not be able to reemploy on a part-time basis should 
the early retirement income not be sufficient. 

Alternative 3 — Individual -Based Annuity . Although freeing fewer 
funds than the severance payment scheme, this option may free a moderate 
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amount of funds , depending upon how generous the supplemental payments are* 
The option also frees sufficient funds per early retiree to have a. medium 
employee replacement rate > Because the supplement is pa,id for life, a medium 
retirement income level is achieved • There are some administrative difficul** 
ties with this option, for example, encouraging the "right" persons to take 
early retirement. There are no exceptional legal problems with this option, 
although an institution needs to consult counsel about the way in which to 
finance the supplemental payment • Agaiin, there rray be some political 
opposition to paying people to retire, but these persons will be trading a 
higher income from employment for the retirement annuity • Market feasibility 
may be an issue , as persons who fear they may not be able to obtain part-time 
employment after retirement (if neided) may reject this option. 

Alternative 4 — Group*Based Annuity . Like the individual-based 
auinuity/ this schene frees a moderate amount of funds per early retiree and 
obtains a medium replacement rate . A higaer replacement ^ rate among lower- 
paid employees might result since this alternative would pay these persons 
comparatively higher annuities if they retired early. These early retirees 
would receive a medium level of retirement income since the supplemental 
payments would continue for life. There may be fewer administrative problems 
with this option since the structure of the benefits schedule may encourage 
the ••proper" employees to volunteer for early retirement. There should be 
no exceptional legal problems , although the option may be less than politic- 
ally acceptable . * Th.re may be opposition to paying the lower-paid employees 
larger supplemental annuities if they decide to retire early. There may be 
some concern about market feasibility if the early retirees feel they may 
need to reemploy eventually. In some fields reemployment possibilities are 
limited. 

Alternative 5— Individual-Based. Annuity with Partial Employment . 
This option provides a greater early retirement income to the early retiree, 
but this causes only a low-*to-medium amount of funds to be freed for the 
hiring of a new employee. Consequently, only a low to medium employee 
replacement rate obtains. Although the employee* s retirement income level 
may be high (perhaps even reaching lCp% of h^s pre-retirement income) , 
he roust work part-time to obtain tnat income. Administering this option may 
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be troublesome r as the institution will have to arrange for an employee to 
be recired and then rehired (or some variation of this) • No unusual legal 
problems should arise, and the major objection again shoulc^be the issue of 
paying someone to recire early • However, since the person is still employed 
on a part-time basis, this objection should be less severe as a po litical issu'e. 
Since the person is being reemployed, market feasibility is an issue r There 
must be something worthwhile for, the reemployed person to do. 

Alternative 6 — Group-Based Annuity with Partial Eroployroent . The 
evaluation of this option is similar to that of the partial employment plus 
individual-based annuity • A moderate amount of funds is freed . There is a 
low to medium employee replacement ratio ♦ The employee receives a high 
l evel of retirement income > There axe no unusual legal problems . Few 
political questions are raised , but there must be a market for the retiree's 
skills ♦ 

Alternative 7—Continued Annuity Payments . Since the only 
commitment the institution makes to the early retiree under this option is 
continued payment to his annuity, there is a c^r ftat deal of funds freed ,.er 
person. However, few persons are expected to elect this option, so the 
employee replacement rate is low . The early retiree receives no salary 
supplement (only a continued institutional contribution to his annuity 
program) , so he receives no early retirement income . This should be an 
easy alternative to administer , as the level of additional benefits is 
modest and there are no salary supplements. The legal questions revolve 
around the way in which the payments are made to the employee's annuity 
account (counsel should be sought). This is a politically feasible 
alternative , as the additional benefits are modest and should not cause 
concern among other faculty members. However, this option may be acceptable 
only to employees who have the option of reemploying after retirement . 

Alternative 8 — Severance Payment with Continued Annuity Payments . 
Depending upon the size of the severance payment under this option, there 
may be a medium- to-high level of txmds freed per early retiree. Because of 
, the severance payment, this would be an attractive option and should produce 
a high employee replacement ratio . The early retiree's early reti rement 
income would be modest and would depend on how the severance payment was 
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made. The option should be easy to administer unless there is difficulty 
m deciding the size of the supplemental payment. The le^al questions are 
related to the way in which the severance payment and annuity payments are 
made. There may be a few political problems , depending upon the size of 
the severance payment. If the supplemental annuity is small, the option 
may appeal only to persons who are able to reemploy after retirement. 

Alternative 9 — Liberalized Benefits Schedule . This option frees 
fev5 funds since in most cases any across-the-board benefits level could not 
be raised high enough (because of costs) to cause many people to retire 
early* Although a full salary line would be released per early retiree, 
1, there would be few new employees hired because few persons would elect this 

option. There would be little change in the level of r etirement income with 
this option because increasing funds for all retirees results in little 
increase for any particular person. This would be a difficult option to 
implement because it would require modification in the basic retirement 
program, not merely an ^iddition for certain persons. There would be no 
exceptional l^gal problems . T^e change would be politically acceptable 
si^ce it would affect all employees- Market feasibility m ay be an issu% 
if the early retirees terminate a number of years before the mandatory age. 
. Some persons m^y do this only if they are somewhat confident that they 
could reemploy if necessairy. 

Alternative 10— Continuatio n of Perquisites . This alternative, 
though it ' would free close to 100% salary funds per acceptance , may not be 
sufficiently attractive to encourage additional persons to retire early. 
Consequently, there probably would be a low emglcye e realacement rate. The 
option would have little or no Impact upon the siz e of one's annuity., except 
as It might reduce one's out-of-pocket expenditures. It would be easy to 
administer since it would not affect the basic retirement plan. It contains 
few if any legal difficulties and should be politically acceptable sir :e it 
would apply to all retirees. Acceptance of the option may depend upon 
market feasibility to, the extent persons feel they may need to reemploy 
elsewhere. 

What early retirees say 

' , j Almosc aii the early retirees we Lnterviewed were satisfied wich 
their decision. Moreover, a majority said they were happier now than they 
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were before retirements and most said that retirement had had no negative 
effect on their stai^dard of living. In addition, nearly all the early 
retirees were satisfied with the provisions of their early retirement 
arrangements, and most were satisfied with the administrative handling of 
their retirements. 

{ 

i 

These findings might be challenged by arguing that these persons 
were trying to justify their decisions. We disagree. In the first place, 
the interviewees were unusually enthusiastic in their coiranents about early 
retirement. Secondly, our finding about early retiree satisfaction agrees 
with the findings of other studies.^ The respondents in our study were 
somewhat different in that they were induced or encouraged to retire early; 
but still, they had a considerable degree of con\-rol over their retirement 
decisions . 

We are not sugges.ting that early retirement is for everyone, or 
that It should be forced on people. Academics frequently express a desire 
to continue working beybnd the mandatory retirement age ; and our interviewees 
agree that early retirement may be right for some but disastrous for others. 
Nevertheless, we feel there may be many additional faculty members who could 
benefit from early retirement if it were offered as an option in more 
institutions. 

What institutions say 

Private firms, which have had much more experience than universities 
with incentive early retirement, are quite frank with their assessment of 
the option. They use it to trim the work force when necessary, to get rid 
of ^employees who are not maintaining productivity, and to fulfill other 
management goals. It is not that all firms aref ruthless about using this 
option, but increased-benefits early retirement is quite often seen as a 
version of termination pay: employees are being paid to sever their 
relationship with the organization. In fact, business and industry tend to 
favor the one-time, lump-sum payment because it is a clear statement of 
what will be due the employee. 

♦ Firms that use incentive early retirement (often one-time offers 
available for a limited period) are generally satisfied with the arrangement. 
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Their complaints center on the uncertainty of the number of persons who will 
take the option and on the argment that poor perfcStmers should be fired 
rather th2Ln given a bonus for resignation* On the whole ^ firms see this as 
j\ist 2Lnother cost of doing business, and one that can be recouped through 
improved efficien<ry of operation. 

Although hard data are difficult to come by, most firms report 
that the gain is worth the cost. Sgain, they report that this is not a way 
to save money/ but a way to realign the work force* These firms stress 
that increased-benefits early retirement should be used with discretion and 
with a clear realization of what it will do- Most of the firms that have 
used incentive early retirement in the past report that they will use it 
again in the future, if necessary, 

Increased-benefits early retirement is less widespread in academia, 
although regular early retirement (with an actuarial reduction) is available 
at most colleges and universities • Where incentive early retirement has 
been used, the experience has not always been satisfactory- There have 
been few acceptances of the arrangement at several institutions- When 
faculty members do accept, some institutiohs 'have found that it has cost 
more money thsm it has saved. 

On. the other hand, other institutions (with perhaps more realistic 
expectations) have found that induced early retirements have permitted 
important new appointments, have removed some unhappy employees, have 
improved morale/ and have not cost a, great deal in the process - 

We should note that at one institution, where early retirements 
were arranged years in advance, sotc^ persons agreeing to retire early 
later changed their minds. Business and industry may have the right idea 
when they encourage an employee to make a decision during a short, fixed 
period. Although we recognize the importance of planning ahead, tr/ing to 
fix a person's early retirement age a decade or so early may not be a 
fruitful endeavor - 
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/" DISSEMlNMiON AND PBCMOTIOM 

In previous* research and throughout the present project we found 
that few academics were aware of their pension Bfct^ef its. When inforaational 
brochures had been sent to ^individuals they were often unaware that they had ' 
received them. Even faculty members very near retirement were uncertaiTi of 
their pension benefits. In a few cases they thought they were eligible for 
benefits (such a^ Social Security) when, in fact, they had never contributed 
to that program and were, therefore ineligible . 

At present, retirement is being discussed more often (and earlier 
in one's career) , but it is still an unpopular topic. There are few takers, 
for example, when a' retirement preparation program is offered. Mid-career 
change is discussed even less frequently, and since t.here are few foraaUzed 
options, discussions about mid-career change are bound to be vague and per- 
haps misleading. 

A3 fiart of this -study, we were requested to produce two brochures:- 
one aimed at potential early retirees and career changers, and one directed 
aC aiJainistrators. While dissemination plans are not yet firm, some 
approaches are self '-evident. Each brochure will be written for a sc<scific 
audience (faculty members or administrators) , each group will he advised ' 
about t.he brochure prepared for the other, and both brochures will -be made ■ 
aveilable to anyone who requests them. Furthermore., under conditions to be 
announced br NST, copies" of this technical report will be available. 

At about age 30 , people bagi.-r to reassess t.he age at which' t.he'/ 
plan to retire. Further, if early retirement is to be effecti'/e in opening 
up the faculty, .ranks .to new employees, persons need to be encouraged to 
retire faeween age 33 and 30. It is essential, therefore, to g6t t.he early, 
retirement brochures to persctis neariag age SO-. 
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On the other hand, if mid-caureer change is to be effective in u^jen- 
ing the faculty ranks, and indeed if persons are to -have enough work years 
left to make a chsmge possible, the largest audience should be those under 
the age of 50. 

The way in which facility members receive the brc5churfe.s is quite 
iit^ortant. Industry and academia have used a number of approaches to inform- 
ing employees 2dDOUt early retirement: general announcements have been sent 
- to 2l11 employees , specific individuals have been notified of the availability 
of the option, and a number of variations of these have been tried. Although 
NS? cannot single out "appropriate" individuals for early retirement, indi- 
vidual depeLrt3ient5 might do so. It is, however, essential that local use of 
these brochures not be seen as a raove to force certain people to retire. 
This, in fact, is ,how. early retirement has been perceived* at some institu- 
tions. 

We know that the most effective way to encourage someone to retire 
is to have the matter brought to the individual's a^ention by his superior. 
On the other hand, we desire that early retirement remain a voluntary deci- 
sion. Given this dilemma, we should embark on a dissemination program which 
puts brochures into the hatnds both of individual faculty members and of key 
"supervisory" personnel, such as deans and depcirtment chairmen. .A njumber of 
options for doing this «e enumerated below. These can be used in a variety 
of combinations, depending upon cost considerations and other priorities. 

\ 
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Distribution Options 

r. Mailing to individuals 

A. Mail faculty brochure to individuals > using selected institutional 
lists (e,g. , Ph.D> granting institutions) and selected faculty lists 

(e.g./ AAUPi TIAAh:H£F) ^, This strategy will also reach persons not 

/ 

in the target grpup, since there is no easy way to produce an age- 
specific mailing list. Because of overlapping lists / it will also 
produce some duplication. It will/ however / result in very wi^^e 
distribution. 

B. Mail administrators' brochure to retirement officers, key adminis- 

I 

trators (e.g., vice-president for academic affairs, deans) ^d de.- 
partment chairmen, at all or selected categories of institutions . 
II. Bxilk mailing for further distribution 

A. Mail faculty brochures to pre-selected campus distribution points 

(e.g. . libratry) . This is best done in combination with a general 

i 

announcement: that the brochures .are available at that place (see 

I /' 

"Advertising , " below) . 

[ 

B. When mailing individual copies of administrators* brociiure> include 
multiple copies of faculty brochure and request that they be dis- 
tributed to faculty members in appropriate age categories. 

C. Contact: central administration of inst:inutions and ask if they 
would be interested in dist:ributing f acalty brochures within their 
institution. 

; \ 

ri. Conta ct o ther organizations and request that they act as distribu- 
tion points for the faculty brochures - , Examples are local chap- 
ters of a faculty organization or uni.on^and professional associa- 
tions in fields of special interest to MSF. BotJi' this and the 
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preceding options have the. advantage of being cheaper than direct 
mailing to individuals. To be effective, however, they shotald 



include^>^ set of "instznctional materials" on appropriate distri- 



bution procedures to individuals, so that the central distribu- 
tion point does not become only a central dumping point. 
£• Contact organizations of college and university administrators 

and request that they distribute administrators' brochures to their 
members. Although an option ^ this is probably less efficient than 
direct mailing for this target group, since the numbers are smaller 
than for the faculcy brochxire, cuid the high-priority institutions 
are easily identified • 
III, Advertising 

A, Place advertisements which offer to mail a factalty brochxire directly 
to the individual . Ads placed in media such as the Chronicle of 
Higher Education , the AAUP Btallerin , and discipline-specific media 
can offer to mail a brochure on request. This is an expensive 
option but assxires that the most interested individuals will re- 
ceive the brochures. 

B. Place advertisements which announce the availability of the faculty 
brochures at campus distribution points . This woxald be used in 
conjunction with one or more of the bulk mailing approaches de- 
scribed above. It would increase the effectiveness of the bulk 
mailing and would lessen the probability that someone at the campus 
distribution point would merely dump the brochxires* 

D- Place advertisements which announce the existence of the faculty 
administrators' brochures and solicit distribution points > In this 
approach, the advertisement would merely be a prelude to one of 
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the bulk mailing and local dissemination approaches described 
above* 

IV. Educational and scholarly activities to promote the brochures 

A. Journal articles . The co-principal investigators of this prQ-^ect 
will be publishing articles on these issues in scholarly and pro- 
fessional journals. The existence of the faculty and adminis\:ra- 
tors' brochures will be mentioned therein • 

B. Professional meetings and conventions . An effort can be made to 
place the topic of early retirement and mid-career change on the 
program of appropriate meetings, at which NSF personnel or their 
representatives can speak. The brochures can also be made avail- 
able at these meetings. This might be followed up with visits to 
specific institutions which have expressed interest in the topics. 

The Rhetoric of Dissemination 

The brochures, as presently drafted, are only the first step. 
Until the, precise audiences and the various costs and benefits involved in 
reaching these audiences in different ways are thoroughly discussed, it will 
not be possible to put the brochures into their final form. 

The brochures have been written in a relatively bland fashion 
because these dissemination strategies have vet to be defined* A more defin- 
itive tone needs to be devised for the final versions. For example, the tone 
can be either informal or scholarly. If the former is chosen, consideration 
should be given to including anecdotes '^ich illustrate major points, and 
even visual illustrations. If the latter course is chosen, the role of tr.e 
present study should be highlighted, more charts and tables included and, 
perhaps, *i typographical format chosen which is similar to that of a journal 
article. 
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In either case, the appellation "brochxure** will be inappropriate 
to the final product. The drafts are already longer than most brochures. 
An alternative designation, such as book or booklet, should be adopted so 
as not to mislead potential reeuiers. We suspect that such a designation 
would prove more attractive to most academics in amy case. 
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(ADMINISTRATIVE BROCHURE) 



C\N EAKLY fACX'LTY RETIREMENT OR MID-CAREER CHAtlGE BENEFIT YOUR INSTITUTION? 

I. V^HY EARLY RETIREMENT? 

Many coz^porations ^ universities, and other institutions have developed 
early retire3ient plans to help deal with the problem of reduced operating 
budgets. These orgemizations find that a significant number of employees 
are willing to retire a few years early if given some additional financial 
incentives. This enables the organization to save the difference between 
'*the employee's salary and that incentive payment. 

Other organizations use early retirement as a way to open their ranks 
to persons with new, needed skills. Employees. with outdated skills or whose 
productivity hsis declinod are given the opportunity to retire early, with 
increased annuities or lump-sum payments , then replaced by a person with 
more current or mors^ appropriate skills. This move has saved money for 
those organizations where the annual early retirement payment plus the 
salary paid to the new employee add up to Less thsm the retired employee's 
former saiazry. 

Universities and colleges have found this arrangement to be one effec- 
tive way to operate within a reduced budget or to permit more flexibility 
in staffing. Some institutions have used early retirement to open the 
faculty ranks to recent graduates, women, and minorities. Shifts m aca- 
demic focus are alsp possible, as faculty in one field retire early r enabling 
Che oniversicy zo hire faculty -n^^nbers m the fields where demand ib greater. 
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Two Types of Early Retirement 



Most xuiiversity and college faculty members already have the opinion 
to retire early, under provisions of the present retirement system. But 
like eii5>loyees in most businesses (as well as under Social Security) , faculty 
membcurs who retire early miist agree to take a pension somewhat smalle;e than 
the one they would have received at the normal or mandatory age. This re- 
duction in pension adjusts .for the longer time during which the facul.ty 
member will be retired and compensates for the smaller amount of funds that 
has been paid into his or her retirement account. 

Other institutions # looking at early retirement as a possible way to 
reduce staff size or open up positions for new employees, have recognized 
that relatively few persons will retire more than a year or two early if it 
means a greatly reduced retirement income. These institutions have sought 
ways to provide additional retirement income, in the hope chat by 
increasing early retirement pensions, more persons would be enco.,^aged to 
retire voluntarily, before reaching mandatory retirement age. 

Usually, this newer type of early retirement arrangement is not operated 
as parr of an institution's basic retirement program. Instead, the institu- 
tion pays for this additional retirement condensation through general funds 
or through the retiring employee's salary line. 

vMle this 2urrijigement has permitted some institutions to reduce their 
staffs, or to reduce staffing in one field and increase it in another, and 
often to effect some cost savings, it should be noted that few institutions 
have saved a great deal of money. Usually, few funds are left to pay even 
a less expensive replacement, after the retiring employee has been compen- 
sated for terminating eeurly. Nonetheless, some institutiijns have found 




th6 increased flexibility in s/affirig worth the cont. In other instances 

induced early retirements .h^Ve proved valuable by making positions available 
for new employees « 

The age structure 6t a faculty is another important factor. Models 
of faculty flow show , chat increasing early retirement among faculty members 
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usually has (by itself) only a modest impact upon the age con^osition of 
the faculty • BuX in those cases where the faculty is relati/ely young and 
tenured r evexi^a slight increase in the percentage of early retirements can 
be highly valuable. Careful planning is essential, because an induced early 
retirement today means one less normal retirement tomorrow, so that an insti- 
tution must expect a temporary rise in the retirement rate followed by a 
decline • A number of persons may retire early (while others are retiring 
at the mandatory or normal age) then, although some faculty members may ^ 
retire early in later years, fewer will be available to retire at the manda- ^ 

tory age. Institutions where early retirement programs have been set up do ^ 

i 

not usucLlly experience wholesale turnover in the faculty ranks* Because 
relatively few persons opt for these arrangements, tSe age structure of the 
faculty remains basically unaffected. 

A major tiarnover in the faculty ranks is pr"'bably not needed at most 
institutions. Instead, space is neeied into which a few key faculty members 
may be hired. Case studies .indicate that early retirement may be able to 
provide this at Little or no cost, depending upon such key variables as the 
level of increased benefits paid to the early retiree and the salary paid the 
replacement employee. 

These eaurly retirement arrangements have not always been easy to adrinis- 
ter. In some cases there has been confusion about who was to aandle the 
negotiations. In ctiier case^a the arrangements wert net clear iy understood or 
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paperwork delayed sane retirements. The costs of these progtams depend 



upon the specific individuals who retire eaxly, and without prior experience, 
it is difficult to estimate the number of persons who will elect the option. 
Because of this, it may be necessary to limit the pejriod dxiring vhich the 
program is open* 

Our present state *of knowledge indicates that induced early retirement 
can benefit both the institutions involved and the early retirees themselves. 
But while it is certainly a policy worth investigating, an institution must 
realize the limits of what induced early retirement can accomplish. 



Regular e^xly retirement . Most organizations with retirement plans 
have available am option that permits an employee to retire early with a 
reduced smnuity after meeting minimum age ajid service requirements. These 
options h^ e encotiraged r.elatively few persons to retire eaxly because the 
reduction in benefits may be substantial. 

Lump-sum payment . This option is frequently used in business and indus- 
try, being made available to a whole class of employees to encourage retire- 
ments during periods of reduced demand. Typically, employees axe offered 
the equivalent of up to two years of salary paid within one year, if they 
retire early. In other cases ^ where employees are involuntarily terminated, 
this payment may be part of the severance arrangement. 

Increased or supplemental annuity . Used occasionally in industry, and 
more widespread in academic institutions, tnis option encotirages personnel 
to retire early through the payment: of a lifelong periodic annuity. This, 
when added to the regular early retirement annuity, approximates the annual 
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incocie the employee would have received had he or she remained in. employment 
to the full retirement age (but normally assuming no salary increases) • 

Paurt-tlme emolovment * This option , found both in business and in 
academia, is not as widespread as lump-sum payments and supplemental 2Lnnuities. 
It is sometimes used to retain the services of highly valued individuals who 
wish to reduce their workloads • In other cases, where it is not possible 
to finance an increased annuity, part-time employment is used to supplement 
the early retirement annuity. 

Continued benefits . Although continuing employee benefits after 
retirement is not (strictly speakirq) an early retirement option, it has 
been used in conjunction with other early retirement options to make^ early 
retirement more financially attractive • Continued benefits alone are sel- 
dom a sufficient incentive for early retirement, but continuing an early 
retiree's health or life insxirance or providing office facilities, free 
parking, etc, may sway persons already inclined to retire early. 

Cost-of-living adjustments . When inflation is high, it may not be 
sufficient to provide only an increased annuity. The early retiree may 
require a guarantee cf continued purchasing power for his/her annuity, 
whether the dollar amount is increased or not. In recent years, with infla- 
tion at such a high level/ some institutions have found it necessary to 
provide cost-of-living adjustments to early retirees. These may be full 
or partial adjustments, provided in conjunction with regular 02: increased 
annuities. 
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Compeurinq jthe Alternatives for Eeurly Retirement Prog^-ams, 



Pros and Cons 



Regular Early Retirement > 



^ro 



This arrangement generates lit- 
tle or no additional cost to the 
institution or retirement system. 
The early retiree receives a reduced 
pension to compensate for the 
longer time dirring which he vill be. 
retired and for the smaller' amount 
of contribution^ he ha:s made to the 
system. (NOTE. In some systems: 
if large nutabers of employees retire 
early under the existing provisions, 
the system could experience finan- 
cial .problems, since the early re- 
tirement rate, assmed in the acttaar- 
ial valuation of the system could be 
exceeded. } 

This option is relatively easy 

to administer, since no chsmges from 

« 

existing ^rations should be needed. 

It - id also be relatively 
easy to predict the number of persons 
who would elect this option, as a 
function of past acceptance rates. 



Con 



This option is* unlikely to 
increase the early retirement rate. 
Although advertising the option 
might encourage more people to ^ 
tske it, no great increase should 
be expected. 

Furthermore, most people who 
exerciseVthis option do so only a 
year or two before normal retire- 
ment, because the benefits provided 
for retirement five or more years 
before the mandatory age are often 
too small. 

> Benefits could be increased 
across the board in some ciases ^ 
(especially wtth defined benefit 
plains), but this makes the increases 
permanent. Were the early- retire- 
ment rate to increase, it might 
.beqome higher than desirable over 
the long run. 
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Pro 



Lump -giro Payment 



Con 



Industry tends to favor this 
option I because total payment per 
early retiree is easy to calculate. 
Usually it is a multiple of the 
early retiree's annual salary, 
often double* 

It is basically a one-tiiiie 
commitment to the employee, and the 
agreement is unaffected by infla- 
tion rates or other changes after 
the termination date. 

This alternative can also be 
made available for a limited time* 
Many *f irms using the arrangement 
offer ^,it for a fixed period and 
may or^ may not repeat the offer 
at a later date* 

\ 



Because of Federal Government 

rules, the lump sum that can be paid 

an early retiree is limited to two 

yeaxs salary. The amount is tax- 

atble as income to the retiree in the 

year received unless paid from a taix- 

qualified plan. 
» 

In earlier days, when inflation 
was more predictable, this option 
was more attractive. Today, without 
cost-of-living adjustments, employees 
may not agree to the option more* 
than a year or tvo before the 
mandatory retirement date. 

It can ,fae difficult to esti- 
mate the number of persons who 
will elect this option* Although 
some fiznns have made remarkably accu- 
rate estimates, poor estimates can 
be expensive • 

Also, larger lump-sum payments 
mean fewer dollars available to use 
in hiring new employees, if each new 
hire's salary is being financed out of 
the retiring employee * s budget line . 



Increased or Supplemented Annuity 



Pro 



This alternative assxires the 
retiree a given eunount for life, 
^nd may encourage more persons to 
retire eaurly. 

It may be possible to design 
the program to make the option 
particularly^ attractive for a cer- 
tain class of employee. For 
ex£mmle, persons with lower sala- 



Con 



Without cost-of-living adjust- 
ments,, this option tends to encourage 
retirement only a few yeeurs early, 
and only a small percantage of em- 
ployees may elect this option. With 
cost-of-living adjustments, ihe 
supplemental payments become very 
expensive* for the institution. 

If a new employee is being 



ries, compared with their colleagues, financed out of the retiring employee's 

of like age, might be encouraged bixiget line, the more generous the 

to retire if their annuity is based supplement or the cost-of-living 

on the average salary for the group, adjustment to the ret£Lree', the 
Again, this could be a tempo- 



rary option^ made available for a 
fixed period, instead of a life 
annuity. 
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fewer funds available for new em- 
ployees. 

It may also be quite difficult 
to estimate the number of persons 
electing this option, though the 
numbers cam be controlled somewhat 
by offering the option for limited 
periods of time. 

If a cost-of-living adjustment 
is provided, this option offers fi- 
nancial certainty to the employee 
but costs the institution uncer- 
(continued) 




inty about its o*»itiay from 
year to yeaur. 

If the institution -is aBle to " 
arrange its program to guarantee only 
a fixed cost-of-living 'ad juj fanent 
or otherwise places limits »on the 
cost of the progreun, it may /become' . 
a more reasonable alternative in . 
terms of financial demand on th^, 
institution • 



Part-Time Employment 



Pro 



The part-time employment 
option has a number of supporters 
who see this as an opportunity 
for the employee to "taper off" 
into retirement. Besides easing 
the individual's transition be- 
tween employment and retirement, 
this option may also ease the ^ 
institution's transition between 
employees. In addition / t.his 
option penaics the institution 
to retain needed skills in shor-t 
supply. , 



Con 



There are several possible 
drawlDdcks to this alternative. An . 
important one is that it may free 
insufficient funds to hire a replace- 
ment employee. Of course savings 
mighw be centrally pooled and then 
reallocated I or they migh^ be com- 
bined within a department to permit 
the hiring of replacement employees. 

Anothcsr point: this option may 
not free up the office space used by 
the part-time retiree. Unless the 
earSy retiree or the new employee 
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This can be one of the least 
costly arrangements for freeing 
up needed positions* If the 
eaxly retiree begins to draw a 
retirement annuity, the part-time 
eirnployment may result in a salary 
not only in excess of the manda- 
tory age annuity but also larger 
than the employee's previous full- 
time salary* The primary costs 
to the institution are the part- 
time salary and the replacement 
salary* The cost savings, of 
course , depend upon Vhe detfails of 
the early retirement'!, scheme • 



are asked to share space there will 
be increased demand for space. 

At least one major institution 
assigned part-time retirees to **less 
than desirable" positions* This 
demonstrates that appropriate part- 
time positions may be difficult to 
create, especially for a person who 
is being induced to retire early 
because of limited interest of out- 
dated skills* 

On the other hand, some early 
retirees want to retire entirely. 
They are not interested of part- 
time employment, no matter what 
the- task. 



Continued Benefits 



Pro 



Providing continued benefits 
such as office space r use of libra- 
ries and athletic facilities, may 
act as an additional incentive, 
but benefits alone may encourage 
only a few early retirements, 

^ This option indicates that 
the institution is concerned about 



Con 



This arrangement is not usually 
sufficient in itself to encourage 
eeorly retirement r although it might 
persuade a few xindecided persons* 

Further, it may not be possible 
to provide the benefits requested 
by prospective early retirees* For 
example, it may not be possible to 
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the personal needs of the early- 
retiree* It is a way to encour- 
age the former employee to keep 
in totich with the institution- 

This option would add only 
minimal cost to the other options. 



provide office 3pace to both retiring 
and new employees- 



Co st-of -Living adjustments 



Pro 



Con 



Potentially one of the most' 
important variables / this provi- 
sion may be one of the few which 
could effectively encourage per- 
sons to retire more than a year 
or two early. 

While cost-of-living adjust- 
ment might be added to existing 
iarly retirement provision, that 
jalone may not be sufficient econo- 
mic incentive. More effect would 
result from a cost-of-living adjust- 
ment (or a partial one) added to a 
modest increased annuity. 



If no limits are placed on the 
2Lmount of adjustment/ this could 
become an expensive alternative. On 
the other hand, if the adjustment is 
too small, few people will find it 
a worthwhile incentive. 

. Also, larger adjustments mean 
f^wer funds available for hiring 
and paying new employees, if the new 
employees are being financed out of 
the retiring employees' budget line. 

Furthermore, this arrangement 
requires a conti*:uing financial 
conanitaient to be made to the retiree, 
a situation some institutions would 
rather avoid. For this reason, ;the 
one-time lump sum severance approach 
has been judged attractive by most 
institutions. 
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other Modifications 

Some instituiiions have modified payment formulas so that larger early 
retirement pensions are paid to persons with lower salaries in comparison 
with their colleagues of compaorable ages and lengths of service, This^ 
in theory, will attract those persons who have advanced up che ladder more 
slowly. 

Other plams have been designed to attract older employees (by giving 
more weight to an individual's age) or eit5)loyees with longer service (by 
giving more consideration to years of service) • 

rtill other modifications include restricting benefits to persons who 
have attained a specific age or who have been employed for a minimum number 
of years • 

All these requirements are intended to make the early retirement 
arrangement appeal to & specific category of personnel, to control the cost 
of the option, or both, 

A final control on cost can be obtained by limiting the option to only 
those persons who elect it during a specific period of time. 

A Note on TIAA-CREF 

Many faculty members are covered by the retirement program of 
TIAA-CREF, This is a defii^ed contribution plan in which an cuinuitan^ s 
benefits are determined by his conl.ributions plus any contributions of 
the employer and the investment income of the retirement fund. A par- 
ticipant can choose '^o retire early under this program, but the benefits 
will be lov/er than thosa payable at normal retirement age. 
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Institutions which participate in TIAA-CREF could, if they so 
desired, institute asi increased-benef its early retirement program to 
supplement TIAA-CREF. Such a program could contain any of the options ' 
we have discussed, and could be adiainistered in .a variety of ways. This 
program would be separate from the TIAA-CREF program- 

Legal Questions 

The Discriminacion in Employment Act of 1967 prohibits age discrimi- 
nation in separation from employment of persons 40 to 65 years old. If age 
is the determining factor in inducing early retirement, liability under 
the Act could certainly be shown. However, if reasonable factors other 
than age can be demonstrated (such as higher labor costs of older employees 
and objective evaluative criteria), or if the provisions of an existing 
retirement plan authorize the induce^tsnt of early retirement with substantial 
benefits under published procedures, the chances of an institution being 
found liable are reduced. Involuntary early retirements are risky; as 
the prospective retiree becomes more willing, the risk subsides. 

Adminisl:rative Problems 

Retiring early is not a d<^cision to be made lightly. It must be 
handled smoothly if ^.ersonnel are to accept the arrangement, ^or example, 
in one institution where early retirerucsnts were not handled well some ' 
persons eager to retire early had their applications delayed. In other 
instances, too many individuals or offices were involved, making the pro- 
cess awkw^..i and fr^jstrating for the person retiring. The result was thar 
•other prospective early retirees were discouraatd from applying. 
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Where possible, one office should be designated to handle the early 
retirement arrangements and to serve as sole contact for .the early retirees # 
both before and after retirement • Early retirement is both an academic 
and personnel issue, and institutions may recognize a need to assign an 
academic officer who would work with retirement personnel in processing 
the applications.' 

Departments or colleges may oppose early retirement options unless 
they are to receive the funds released by the early retirements. When these 
funds revert to a central administratis j pool, deans, directors, or chair* 
men may be reluctant to encourage early retirement for their faculty, 
since this may mean a net reduction in staff. 

The retirement system managemea^ may oppose the option if the 
program would face increased costs from a large number of early retirements. 
In at least one case we have st\idied, additional early retirements could 
cause the system to be unable to meet currently obligated annuity pay- 
ments • Because of this hazard, the option could be made available for 
a limited time only. 

Evaluation 

An institution considering the increased-benefits approach to early 
retirement should recognize that an early retirement does not always save 
money, especially if the retiree must be replaced. Furt:her, some highly 
valued en^loyjes may leave. Finally, the azrrangement may not modify the 
age strucjxire of the faculty to the desired degree. In fact, the impact 
of an early retirement scheme may be temporary, as more ^ersons who would 
otherwise retire at the mandatory age retire early, resulting in fewer 
retirements in years to come. 
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Also zo be considered is the fact that some employees oppose the 
concept of early retirement on principle. If there is even a hint that 
early retirement may not be voluntary, widespread faculty opposition 
might arise. 

On. the other han.d, early retirement can save money if the retiree 
need not be replaced. In a few cases, even when an individual is replaced, 
soma schemes have saved money for the institution, ^However, financial 
savings should not be the prime ry goal of early retirement schemer. 

Perhaps most significant is the fact that eSirly retirement schemes 
Eiay permit a number of qualitatively is^rtant appointments, while allowing 
ineffective and disaffected individu?"'s a graceful exit. In the long run, 
these schemes, if administered deftly, should have a positive effect on 
facixlty morale. 
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II- FACULTY CAHESR CHANGE 



Institutional Interest in Mid-Career Change 

Colleges and universities have lo.ru experienced a two-way exchange of 
personnel with government, industry, phil.a.nthropic institutions, and non- 
academic research orgamizations. Though the relative ease with v^ch 
such moves have been made in the past has sometimes lee* to the temporaury 
or permanent loss of a valued faculty member, few would argue that the 
result has. been anything but a net gain for the vitality of teaching and 
research in academic institutions • 

With the end of the growth era in higher education, colleges and uni- 
versities now have an additional reason to be interested in the flow of 
professors in^o non-academic jobs: it is potentially a way to increase 
the number of positions availEible for young academics. Another problem 
of the "steady state" (the existence of large numbers of tentared faculty 
members in disciplines which are experiencing' decreased deioand) is addressed 
by still another solution: re-training for continued service in a new 
specialty or a new discipline which is still experiencing high demand. 



t 

Two Ro utes t o ^Career ^Siange 




The vast majority of professors who choose to leave academic life for 
soma- otJier kind of work do so on^ an jjidlvidual basis, without the interven- 
tion of any formal program. Relatively little systematic research has 
been done on the phenomenon, aiii the ways in which institutions can* 
intervene to encourage or facilitate the process are not known pother than 
the obvious "carrots" and "sticks" which are regularly employed in iiisti- 
tutional settings) ♦ 
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Two other routes to career change, however, are also utilized by 
faculty: internship and fellowship programs vhich provide a "visiting" 
experience in a new work setting, and retraining for continued academic 
work in the same institution or statewide system, but in a different 
specialty or discipline. 

Internship and Fellowship Programs 

A number of opportunities exist for professors , on leave of absence, 
to experiment with new kinds of work in new settings. Though the programs 
which support: these Sictivities are seldom explicitly directed toward career 
change as a goal (their overt goals are the enrichment c ' the professor's 
experience and. capabilities or these of the host organization) , a sub- 
stantial minority of recipients are known to remain in the organization 
they were placed with or in a similar organization outside the academic 
world. Examples of such progiams are the Economic Policy Fellowships of 
the Brookings Institution and the Congressional Science and Engineering 
Fellowship Program of the American Association for the Advancement of 
Science. <A. list of such programs can be found in "A Selected List of 
Major Fellowship Opportunities and Aids to Advanced Education for United 
States Citizens/" prepared under contract with the ^^ationf7l Science 
Foundation by the Fellowship Office, Commission on Human Resources, 
National Research Council, National Academy of Sciences, V^ashington, D.C.). 

Since these programs are generally administered outside the institu- 
tions where professors ara employed,, v^ne, colleges and universities have 
little control over the selection of appropriate grantees. It is likely 
that the selection criteria used by funding and host agencies will be 
counterproductive f:. ^*fj the perspective of an institution which would lii.e 
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to encourage career change: the fellowship or internship progranis will 
select the nost creative and promising candidates, while the academic 
institutions would like to encourage career change among the least pro- 
ductive faculty members. 'Only if the goal is to increase gross turnover 
in specific disciplines is it in the institution's interest to encourage 
and facilitate the utilization of such trial periods of work in alterna- 
tive settings. 

r 

Retraining Programs 

A recent development is the institutional pxrograun for retraining of 
faculty merabi5rs. These programs have emerged principally from institu- 
tional desires to reduce or abolish selected academic programs, while 
maintaining commitments to faculty members by retraining them for 'vork in 

o 

fields which are in demand. Although the program presently exists only 
in a few institutions, it is being planned or seriously considered in a 
number of others. 

While not precisely a career-change program^ because the professor 
continues in the same institution or system, it does offer an institution 
the flexibility to reallocate resources to more productive uses, ii^ a 
fashion which is likely to bolster the morale of faculties faced with 
the spectre of retrenchment. 

Major Features of the' Program s 

Funding . The faculty member remains on the payroll at his/her 
regiilar salary for the period of retraining. Additional ex- 
penses, such as educational fees and books, moving expenses* 
etc. are paid out of a sp«icial f^ind allocated to the prograA. 




^ / 

/ 

/ 

/ 
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In some /cases, the fund also pays the salary for a replace- 
inant faculty raember in the originating department. 
Scope of Training . This varies from retraining in an allied 
speciality withJ.n the same discipline to training -for an 
entirely new, unrelated discipline. Tha latter is less common 
in existing programs, but does occur when the interests and! 
prior experience of the professor warrant it (e.g*, a history 
professor who, as an undergraduate,, had switched into history 

9 

from chemistry for health reasons, but who had continued an 
interest in history of science,, retrained^.to teach chemistry) . 
Most programs involve one year of full-time study in a con- 
ventional graduate program; sometimes, the one year full- 
time-equiv2U.ent is distributed over more than one academic 
yeax. On occasion an advanced degree» is earned ^ but more 
often this is not a program goal. 

Locale of Training * In a graduatg -level institution^, often 

near the home institution; rarely within th^ home institution. 

Application and Decision Process . ' Proporsals aro submitted by 

the prospective retraiinee to a committee established to screen 

I 

applications. Sometimes there are committees at both the 
institutional and* system level. These proposals are often the 
result of stimuli from others within the ins^:itution (depart- 
ment: chairmen, deans, etc.). The proposals aire invariably 
preceded by or concurrent with negotiations with the prospec- 
tive receiving department, to establish with certainty the* 
existence, level, obligations and prereq\iisites of 'the posi- 
tion which the retrainee will hold in the receiving department. 
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Where there is em intention to have the retrainee be a member 
of both the originating and the receiving departments, both 
are involved in the negotiations. 

Placement , Placement is rarely a separate process. Generally, 
the only candidates selected for retrsiining are those for» 
whom a ney piaceme^it, in part or in whole, has already been 
worked out. Sometiiaes, however, detadls' about joi^t appoint- 
ments, courses to be taught, seniority/ etc. , remain to be 
decided even after the maj . r decisions on reti:2dning and 
placement have been made. These axe potential trouble spots 
which need careful attention. 

Program Provisions RacTuiring Special Attention 

Nature of the Retraining Program . Care must be taken to 
assure that the level and scope of training are adequate 
to meet the appointee's new responsibilities. In one insti- 
tution r the receiving department, with the consent of tiie 
retrainee, retained a faculty member from the same disci- 

. pline at a respected neighboring institution to assist in 
designing the retraining program and to act as a mediator 

•Ijetween the retrained professor and the receiving depart- 
ment.^ The arrang§ment worked well. 

Laval of Support. Existjjig programs provide full salary 

, and benefits to the retrainee, plus educational and inci- 

dental expenses. ^ One institution places a formal maximum 

of $3000 on tile latter, but has been known '^to excede this 

« 

amount in special circumstances. In so^ cases, a replace- 

f ' 



ment facility member (usually at the most junior level) is 
provided to the originating department. The consequences of 
not providing such a replacement are unknown. Most of the 
inatances of which we know concern positions slated for re- 
trenchment. The originating department thus had little leverag( 
on the decisions r -while the receiving department generally 
had a stronger hand. The matter may be ^re complicated* 

when the program is administered from a System central office 

V 

but requires the assent of institutional officers on the home 
campus. In one such case, there has been some reluctance 
to cooperate with a program which continues to pay a salary 
to a faculty member who is, effectively, on leave. Thus, 
system-wide and institutional interests may not coincide.. 
Selection Processes . These programs touch on matters which 
are sensitive both from the institution' s and the individual's 
perspectives. Experience in two existing programs indicates 
that these sensitivities may be best recognized and dealt 
with when the selection process is handled by :-Jistitution- 
wide committees with broad faculty representation. 
Other Administrative Considerations * In i;^th of the state- 
wide systems which*' have ^retrainifxg programs, a ^felfifson'may 
join a department only with the consent of that department 
This necessitates some mechanism for negotiating transfers 
of retrainees. 

^ In one of these statewide systems, tenui'e adheres to 
the individual within the institutioix. and/must therefore 
adhere to hisAer new departmental position. Seniority, 
however, vhieh is specified in the system's collective 



bargaining agreement, acihereff to the individual within 

his or her departbent only, an-d thus would change upon 

transfer to the* new department. In some instances,, the 

matter has been so difficult to ;:e^olve that the retrained 

faculty member has -Remained formally in the ol<^ depart- \ 

ment, but has sexyed, either f\ill or^^art-time, in the 

new depeurbnei3:, with provision f^or con^ensating each depart- 

ment in proportion to tha^ professot's^ level of efforts! 

/Any institution considering such retraining programs v 
must be sensitive /to ^imiJLar jconplipations eurising out of 
its own contractual arrMgemants wlth faculty members or 
with, facility bargaining agents/ It is also realistic to 
expect difficulties in the early stages of such a orogram, 
stemming from the disciplinary cuid depeLi±mental modes of 
academic orgcmization and the traditional perspective 

which is not receptive to individuals crossing these lines 

J 

in td.d-ceu:eer. Support, ^on the other hand, is likely to 

come ,f rom the increased acceptemce of the) noti( of 

"faculty development** as a legitimate activity of academics * 

■ t - ■ 

and of their iinstitxitions/ , 



* NOTE 



"ft. * • » 

This report is distributed with the intent of encouraging discussion 

- '7 J ' ' • .■ ■ ' ' 

of early retirement anu mid-caureer change. ' A similar brochure is being. 

distributed to faculty members, which addresses thejj: specific concerns. 

r ' 'V ■ 

A popy of that brochure may b© obtained by writin<3 to the address below. 
A technical reportj may also be obtained from"the^ same address. 7 

. '■ C ' ' ' ■ " , ' 

O ' ' '* -252 



This broc* ire was produced by Abt Associates, Cambridge, Mass, 
under a contract with tha National Science Foundation, Principal 
Investigators were Dr, Carl 7, Patton and Dr- Joseph Zelan. 
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(FACULTY BROCHURE) 

CAREER OPTIONS: 
IS EARLY RETIREMENT OR MID-CAREER CHANGE FOR YOU? 

I. WHY EARLY . RE TIREMENT? 

f ■ 

Most of us plan to ratire. When is the question. You loay feel you 
want to work until a very advanced age, or y|>u might be planning to retire 
before the mandatory age. Whichever way you feel right now, you will 
eventually want to consider all of the retirement alternatives open to you* 
Early retirement is one of the things you should. consider. 

Today, nearly one-half of the faculty members in America retire before 
the mandatory age for a variety of reasons. Some retire 'early because they 
have other interests .to pursue, and need the time* Others say they have 
grown tired of the academic life* Health problems motivate spme to retire 
early. The reasons are varied, but most early retirees say they're satis- 
fied with their retirement decision and would retire at the same time if 
they bad .-nake the decision again. 

While many faculty members (like many other American workers) have 
begun to see personal advantages in retiring early, colleges and universities 
have had to consider early retiremcrt as a way to deal with tightening bud- 
gets. Early retirement also offers a way to open faculty ranks^ to recent 
graduates and other academics with needed skills and qualifications. Aca- 
demia isn't, alone in encouraging people to retire early.. In business and 
industry, for some time, and under some circumstances, employees who volun- 
tarily retired early have been provided increased annuities or other supple- 
mentary payments. 

Rir ^' 



Today/ increasing monbers of colleges and universities are looking at 
the experiences of business and industry, and considering new early retire- 
inent options they might offer • Are any of these early retirement opiticns 
for you? This booklet has been prepared to help you consider the question. 

Is -Early Retirement Right for You? 

Eventually you'll make a, decision about retirement, even if it's just 
to retire at the mandatory age. But there are some problems which can be 
avoided if you plan your retirement. As part of those plans you should 
learn what you can about retiring early. The options offered by some insti- 
tutions new offer special early retirement arrangements. That is, plans 
which offer faculty members an increased annuity or special payment if they 
decide to retire early. Your college or university may be one of those now 
considering the adoption of a special early retirement provision. 

What are the Options? 

Regular early retirement . Most organizations with retirement plans 
have available an option that permits an employee to retire early with a 
reduced annuity after meeting minimum age and service requirements. These 
options have encouraged relatively few persons to retire early, because 
the reduction in benefits may be subst^tial. 

Lump-sum Payment . This ^option is frequently used in business and in-" 
dustry. Sometimes the option is made available to a specific category of 
employees, to encourage retirements during periods of reduced demand. 
Typically, employees are offered as much as two years of salary paid within 



one yeaur, if th«y retire early. In other cases employees may be involtai- 
tarily terminated and this payment made part of the severance arrangement. 

Increased or supplemental annuity. More vddespread in academia than 
in industry, this option encourages earl/ retirement by paying a lifelong, 
periodic annuity wiiich, when added to the regtxlar early retirement annuity, 
approximates the eumuity the employee woxxld have received had he remained in 
es^loi^ment to the mandatory age (but normally assuming no salary increases 
between early retirenent and the mandatory retirement age I • 

Parb^'time employment . This option can be found in business, indxistry^ 
fittd acadcmiar although it is not fits widespread as lus^-sum payments** and 
supplemental emnuities. It is sometimes used to retain the services of 
highj-y valued en^loyees who wish to reduce their workloads. In other cases 
it supplements an enqployee's early retirement annuity when the institution 
is not able to finance an increased annuity. 

Continued benefits . Strictly speaking, this is not an early retirement 
option, although it has been used in conjunction with o'ther options to make 
early retirement more financially feasible. VJhile seldom the sole incentive 
for early retirement, continxxed benefits such as health or life insurance, 
office facilities, free parking, etc,, may be important for some'pepple. 

Cost^f -living adjustments. When inflation is high, many people feel 
increased annuity is not. sufficient. They prefer a guarantee of the con- 
tinued purchasing power of that anniaity* In recent years, with inflation at 
such a hi^ level, some institutions have started to provide cost-of-living 
adjustments to early retirees. These may be full or peurtial ad jvistments , 
provided in conjunction with regular or increased annvdties. 
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What do tlie Early Retirees Have to Say? , 



During the past six mohths Abt Associates personally interviewed 
faculty members who retired under special early retirement options* What 
they told us can he useful to you in deciding whetijer to take an early 
retirement. The thoughts of S3 early retirees are summarized below jr used 
to outline the pros and cons of each alternative* Although, the comments are 
drawn from a small nxanber of respondents, it is important to recognize that 
they comprise most of the group of Americam academics encouraged to retire 
early through special incenti/es* 
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MOST HETIBED LESS THAN FIVE YEARS BEFORE REACHING MANDATORY 
RETIHEMENT «AGE. ' 

Since the mandatory retireiaent age for most of the retirees was 67 or 
70, most of these academic early retirees terxainated at about the •'normal » 
rotiremeat age" for business and industry. On the average, the early re- 
tirees retired about four years before reaching the mandatory retirement 
age at their institutions, and their average age at the time of retirem^t 
was 64. Many of the retirees, especially those who were eligible for 
Social Security/ did not feel they had retired "early** at all. 

MOST ARE VERY SATISFIED WITH THEIR DECISION TO RETIRE EARLY. 

Ok 

A large majority told us they were very satisfied with their decision 
to retire early, and only one said he was not satisfied. All but a few said 
they wotild retire at the same age if they had it to do over again. Most 
early retirees said that they enjoy the freedom and the time they have to 
devote to interests and activities they never had time for while they were 
working. Also, many are relieved to be away from the pressures and strains 
of their university responsibilities. 

FEW HAD MADE LONG-RANGE PLANS FOR EARLY RETIREMENT. 

In fact/ over half began thinlcing seriously about early retir^^it only 
within the four years before they retired. One-fourth of the retirees had 
been thinking about early retirement for less than two years before they 
retired. Less than half of the early retirees, even those who had planned 
" to retire early for some time, said they had taken specific steps to prepare' 
themselves for early retirement, either financially or in any other way. 
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However, a nmaber said tliat sufficient fundj and an interest in things 
outside one's current, university-related responsibilities were- vital in- 
gredi.ents for a "successful" early retirement. 

THE REASONS FOR EARLY RETIREMENT ARE VARIED. ^ a 

\ 

The early retirees in our study, retired for a great variety of rea- 
sons. Most mentioned several factors which influenced their decision. The 
roost common reason was that they had already developed, or else wanted to 
develop, some interests outside their regular university responsibilities. 

' Some had in mind a specific project, such as finishing a book or research 
project. Others said they retired to set new goals for themselves and enjoy 
a different lifestyle altogether. The second most commonly stated reason 
was that they had lost interest in or no longer enjoyed their work^ or else 
were fatigued by the pressures that acconpanied even the wost enjoyable 
challenges 1' Many retirees felt that they already had sufficient finances 
to retire comfortably. In a number of other cases it was the special 
early retirement option which made early retirement financially feasible. 

* About one-fifth of the early retirees had a health problem or disability 
which contributed to their earlr litirement decision. Of the six reasons 
stated most frequently for early retirement, the sixth was a feeling that 
t±ey had' worked long enough and deserved a change or a rest. 
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FEW SAY THEY WOULD HAVE RETIRED EASLIER THAN THEY DID, EVEN IF ^ 
THE CCaroiTlONS OF THE EARLY RETIREMENT OPTION HAD BEEN DIFFERENT. 

Although several of the early retirees said they v?buld retire earlier 
•under the' conditions' (if they had it to" do over again) , most of the 
early retirees would not have retired earUer even if th.e c-onditions had 
been different. Those vbo gave reasons said they would not have been psy- 
chologically prepared 'for retirement or else thai? they were too interested 
or involved in their, work to retire any earUer. On the other hand, about 
one-fifth of the early retirees said they would have retired earUer if 
conditions had made it financially feasible. 

AS RETIREES, THEY ARE INVOLVED IN A VARIETY OF ^CTIVITIES. . 

Early retirees are involved in many differe;[«: types of activities— 
recreational, creative, voluntfeer and professional. Most are siinply devot- 
ing more time to i^nterests they have had all their lives. Others have deve 
loped entirely new interests. Many interviewed in our study said, that 
there was hardly enough tiae .in the day to accomplish all that they wanted 
to do. Only a few retirees said they d^d not have enough to do that was 
interesting and chaUenging. 

* • 

MAW AKE STILL ACTIVE PROFESSIONALLY. « * 

Two-thirds of the 'early retirees interviewed had been paid for con- 
stilting or part-time 'work since their retirement. About one-half of the 
retirees had been paid for such activities in the current year. Many of 
the early retirees were also doing unpaid volunteer work related to their 
fields, or they were writing or conducting independent research. 
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MANY ARE HAPPIER WITJl THEIR CURRENT LIVES THAN THEY WERE WITH THEIR 
, LIVES JUST BEFORE RETIREMENT. 

A majoritY of the early retirees responding to this question said 
ttiey are happier now "than they had been in the last few years before retire 
ment» Many said they are mors contented .and relaxed because they now have 
the freedom' to do what they want vrtien they want- Many said that thdy are 
glad to be away from the tensions and pressures of the academic life. 
.Others said they are just as happy as before but for different reasons . 
A few were ambivalent # saying that there are pluses smd minuses to both 
working, and being retired • 



MOST ARE FARING WELL FINANCIALLY 

According tp roost of the early retirees, there has been , no change in 

their standard of living since retirement. The reason / most say, is that 

although their gross income is lower, their "spendable" income is higher. 

There are , no more FICA deductions for Social Security. They don't have to 

pay income tax on Social Seciarity or on income from their own after-tcix 

contributions to retirement fxinds. Quite often their major expenses, 

such cis the mortgage on tfie house and the. children's living and educa- 
te 

tional expenses, are behind them* Furthermore, the money they once 
spent on clothes, lunches away from home, and commuting can now be re- 
allocated as they wish. Many of the early retirees are concerned about 
the potential effects of cont2.nued inflation, but a large majority said 
that, so far, they "have been able to live as well as or better than they 
had expected. 
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COMPARING THE ALTERNATIVES FOR SARLY RETIREMENT PROGRAMS 

PROS ANDCpKff 



Regular Early^ Retirement 



^ Pro ' ^ Con 



OSiis option is available today ^ The primary disadvantage of 

at most institutions where it has this option is the reduction in the 

.probably been a part of the regular amount of the .wnuity. After all, 

university or college retirement plan by retiring 'early you vdll have con- 

for some time. Its provisions are tributed less to the retirement plan 

usually clearly stated. , Informat:ion and will spend more years receiving 

about the option is usually easy to payments ats a retiree* 
obtain, and there may be recent re- ^ Unless you have other ^sources 

tirees to whom you can speak about of income or take a part-time ^oh, 

their experience. you may not be able to afford- to 

' Under this option, annuity pay- retire more than a few years early, 
ments will be made until death, al- Like almost all of these op- 

though,^ the amount of each payment tions, a decisioi^to retire early 

will be reduced below those that through this provx-sion is irrevers- 
* would .have been received at mandatory ible. Once you begin to draw bene- 
retirement. Further, the option fits it is Jiighly unlikely that you 

probably includes a survivor benefit will be able to reemploy at the 
so that yotir .spouse can receive in- same institution, 
come if you ^die first. , 



295 

ij > 262 

ERIC i • 



i Lump-* sum gfeverance Payment 
Pro 6on 



In -this option, the early re- • This* option may not be immed- 
tiree receives a fixed one-tixae pay- iately available. If it^is not 
laent (though it might be paid out over typically part of the ^existing early 

■ . ^ : J 

ais much as one yeeur). It appeals t:o retirement scheme, you may need to 
bx:i3iness and industry for the same negotiate with your institution to 

reeison it may appeal to you: the pre- obtain this option • (The other re- 
cise amount of the early retirement maining options listed below also 
payment: is known in advance. suffer this disadvantage.) 

Depending upon your personal You may be^ able to retire only 

circumstances, receiving this teruJ.- a year or twp early sines your re- 
nation pay in one installment may be tifement pension is likely 'to be 
advantageous. For example, you might reduced somewhat. Only a personal 
use it to start a business, to ^ur- calculation ca;a determine the ex- 
chase a recreation vehicle, to pay off tent^ to which the lump sum offsets 
a mortgage, etc, * the ^reduced a'nnuity. 

There could be tajc disadvan- 
'-"tages in. taking this option, depend- 
ing upon the way in which the sev-- 
efance payment is made. Luinp-sura 
payments are taxable in the year 
" received unless the payments aire 

* from 'a "taic-qualified plan." In 
the latter case, more favorable tax 
treatment will be-^ accolrded the 
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lump-sum distribution • 

Also, depending upon the way in 
which the payment is made, there may 
be an abrupt and* siibstantial drop 
'in. income at a later time dxiring . 
retirement. 

Since this payments is made in a 
lump, rather than being made on an 
^annuity basis till death, it may be 
exhausted prior to one's d^»ath* *0n 
the other hand, if assurance of pay- 
ment until death is important, an 
zmnuity could be purchased with the 
lump-sum funds. A similsx arrapge- 
ment for a survivor benefit could be 
purchased,, since the one-time paj^nent 
would have no such provision. 

*An option such as this may* be 
offered by an institution for only 
^ limited period (to respond to a 
temporary need) , and you mi^t have 
to make your decision within a rel- 
^ atively short time.^ If yoii're not 
prepared to act, you may have to 

>■ 

wait several years before the -option 

is agsdn offered, if it is offered 

» ■ 

agadn* 
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* 


Again, the decision is irre- 
versible. 




1 • » * 

• Increased or Supolemental Annuity 
• '■ — * * — ~ 




Pro 

\ 

Many retirees appreciate this 


Con 




\^ The disadvantages are simil£Lr 




option because the increased benefits 


to the lump-sum option: * 




are paid until death and may include 


This option may not be iromed- 




stirvivor benefits. 


iately avedlaible. 




Because benefits under this op- 


You may have a limited period 




tion 'are paid for I'ife (and inay be 


duripg which tp decide to take , the 




more generous than the lump-sum pay- 


option. 




ment) / you may be able to retire 


The decision is irreversjLble. 




somewhat earlier than under the 


Some annuities contain pro- 




lump-sum arrangement. 

» 


visioi^s for cost-of-living adjustments, 
but this supplemental annuity may nou. 
If the one you are offered doesn't 
have this provision you might consid- 
•.er that a disadvantage, depending 




* * 

> * • 


upon the size of the supplement. (A 




r 


large supplement without a cost-of- 






living adjustment may be more attrac- 
tive than a small one with an adjust- 
ment . i # . 
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^ Part-tiiae Employment 

Pro * Con 

For persons vho would lika to re- ^ SAtisf action with this option 
tire early but who do not have the fi- seems to depisnd upon the nature of 
xiancial resources, or for those who the part-time positiojv Some posi- 

would like to taper off ra\:her than tions Ixave not been satisfactory to 

stopping work abruptly, this might be early retirees who thought the tasks 
an attractive option* they were assigned were below their 

Part-time employn^t may be abilities, 
available at maay institutions, al- Space limitations may require 

thou^ the arrangements, vary widely. a doubling up of office ^e. The 

"This option does not require an early retiree may have to share 
iimaediate separation from the instit- space with other part-time faculty 
tuion. It may serve as a trial retire- members, and coordination problems 
laant taHder some condit^hs such that 
one is not required to resign, but 
may be reappointed on a year-to-yesu: 
basis. 

Take-home pay (salary plus the 
early retirement annuity) may be the 
same as before retirement. 



may result. 

Ihere may be legal or adminis- 
trative problems with arranging 
part-time retirement, particularly 
if the early retiree receives a 
pension from and is en^loyed simul- 
tanlpously by the same institution. ^ 



Continued Benefits 



Pro 



Con 



Benefits which are continued free 
of charger or <it a lower rate than you 
would have to pay on your own/ can 
help make early retirement financially 
ssore feasible. Health and life insur- 
ance are particxilarly in^ortant to 
many people. 

Other benefits (library privi- 
leges / parking privileges, office 
space, secretarial services, etc.) 
should not be overlooked as a. way to 
retain a tie to your institution 
and your profession. 



Alone, these benefits do not 
make early retirement sufficiently 
attractive in financial terms* 



Cost^f-Living Adjustments 



Pro 



If applied to a nozrmal early 
retirement annuity, cost-of-living 
adj\^stments may allow a faculty mem- 
ber to retire a few years earlier. 
Ihis provision gives the early retiree 
more confidence in the size of the 
early ret/xement annuity in years to 
come. 



Con 



Since early retirement is 
being financed out of a fixed pool 
of money, cost-of-living adjustments 
may cause the early retirement pay- 
ment to be somewhat lower, to compen- 
sate for the cost of inflation pro- 
tection. 
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If applied to an increased- 
benefit annuity, cost-of-living 

» 

adjustments may permit you to 
x&'cixe 2?^ra than a few years early, 
by asstiring that your standard of 
living will not decline during retire- 
sent* 

Ihings to Consider 

feny retirees find that their financial needs decline somewhat after 
re-tirement, so that two-thirds to eighty percent of their retirement salary 
can provide a standard of living after retirement comparable to. /that before. 
However, it may only be possible to get such percentages of preretirement 
salary within a very few years of normal retirement age, unless supplemental 
COTipensation is provided. 

Not all college professors may be eligible for Social Security.^ Those 
who were members of public-^ployee pension programs or other tax-e:3cempt 
institutions not covered by^ Social Security may not ,have sufficient Social 
Security credit from covered eii?)loyment. Also, since the minimum eligibility 
age for Social Security is 62, some early retirees may not qualify for pay- 
mesnts until several years after retirement. 

Tax breaks after retirement may increase disposable income but not 
usually until age 65. However, that portion of annuity income purchased by 
your employer will be taxable to you after retirement. In some cases you 
will already have paid the taxes on your own contributions. In the case of 
tax-sheltered annuities, you will be taxed when payments are received. If 
you receive a lun^-sum severance payment, it may teii5)orarily boo^t you 
into a higher income-tax bracket. 
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Life expectancies are increasing.' This means not only a need for 
income during a longer period of active retirement, but also that even 
large annuities may be affected by inflation. 

The early retirees we sampled pointed out the importance of good health 
in enjoying one^s retirement. Further, the need for health insurance was 
stressed. Health coverage as part of an early retirement option may be 
important to you* ^ 

Active retirees tended to continue activities begun before retirement. 
They advised: cultivate interests before retirement. Diversity your • 
inte'rests* 

Although they retired, many academics did not sever their relationship 

with their college or university. Fringe benefits enabled them to maintain 

> 

contact • 

r 

A Note on TlflA^^^^Cg^g 

Many faculty members are covered by the retirement program of 
TIAA-CBEF. This is a defined contribution plan in which an annuitant's 
benefits are determined by his contributions plus any contributions of 
tne employer and the investment income of the retirement fund. A par- 
ticipant can choose to retire early under this program, b^it the benefits 
will be lower than those payable. at normal retirement age. 

Institutions which participate in TIAA-CS!£F could, if they su 
" desired, institute an increased-benef its early retirement program to 
supplement TIAA-CBEF. Such a program could contain any of the options 
we have discussed, and could be administered in a variety of wa-s. This 
program would be separate from the TIAA-CREF program. 
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Svaluation 

To retire early is the decision made by more and more people • It 
is a serious decision and one for wivich you may need assistance ^r advice- 

> 

Perhaps the most in^ortant piece- of information is a realistic assessment 
of your financial future. Such an assessment may reveal a need for early 
.financial planning. Funds invested for retirement need time to grow. 
Uttle too late, the retirees tell us, can lead to family problems. The^ 
increased benefits being offered by some colleges and universities have 
made aarly retirement feasible for a 'number of academics. Few seem to regret 
their decision. Maybe early retirement is for you. 



II. IS MID-CAREER CHANGE FOR YOU? 

Why Change Careers? 
Many highly educated persons could be working in a different setting. 
Many 40 change in mid-career. Some are forced to change, through circum- 
stances over which they have no control. Some wish they were elsewhere: 
they have lot interest in their present work or work setting; they see no 
ch2uice for personad or cauresr development in their present work? they have 

d V 

developed new skills or would like to do so; thay feel comfortable about 
tiiming back to an earlier inteirest. 

Career change is not a new phencmenon among college and university 
faculty members. In some disciplines there is ^a constant flow of personnel 
between academic settings aund business, government, philanthropic and other 
non-profit organizations. Professors move :eiiDpor«ily or permanently,, 
drawing upon an array of available opportunities to find smd try out alter- 
native work and work settings: visiting appointments, leaves of absence/ 
internships, fellowships, etc. 

In recent years there have been attert^ts to institute formal programs of 
retraining to stimulate and facilitate these kinds of career change. The 
programs undertaken by colleges and universities themselves £u:e predominantly 
aimed at retraining professors for work in different disciplines or specialtie 
within their present institutions or systems. Their goal is to distribute, 
faculty personnel in a fashion more closely reflective of present student 
demand or anticipated institutional needs. 
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How Do I Laam About Career Change Opportunitiies? 
You already know a lot about alternative careers. You are aware of other 
kinds of jobs held by people with your kind and level of training. You may 
have, on occasion, lectured or consulted for' non-academic organizations; or 
your colleagues may have done so. 

If you don't already know the standard routes to these career oppor- 
tunities (e.g., professional eu^iloyment bulletins , ^professional association 
a«etings), they.^^an easily be discovered by contact with the appropriate pro- 
fessional association or by talking with your academic colleagues vrtio have 
dealt with these organizations. If you have located an alternative career 
opportunity and wish to try it out before liiaking a commitment, investigate 
the opportunities your institution offers for leaves of absehce. 

A useful compendium of funded programs can be found in "A Selected List 
of Major Fellowship Opportunities and Aids to Advanced Education for United 
States Citizens", (p^upared under contract with the National Science Founda- 
tion by the Fellowship Office, Commission on Human Resources, National Research 
council. National Academy of Sciences, Washington, D.C.). Of greatest rele- 
vance to you will be the Posjtdoctoral Section an'a the General Section. This 
docTjment deals with all disciplines and fields, not just with scientific 
disciplines. 

Institutional Retraining Programs ■ 
A recent development, available iii a few institutions, is the institu- 
tional program for retraining of faculty members. Most of these programs 
have emerged from institutional desires to reduce or abolish selected academic 
programs, while keeping experienced faculty by retraining theia for work in 
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fields currently in demand. Although the program exists in only a few 
institutions, it is being planned or considered in others. You should be 
aware of the major be'nefits (and costs) of the pr9gram in case it becomes 
.available in your institution.. 

Major Fe&tiires of the Programs 

Funding . The faculty member remains on the payroll at his regular 
salary -for the period of retraining. Ad[ditional expenses, such as 
educational fees and books / moving expenses, etc. are paid out of a 
special fund allocated to the program. In some cases, the fund also 
pays tho. salary for a replacement faculty member in the originating 
* department. 

Scope of Training . This variss from retraining in an allied specialty 
within the same discipline to trcxining for an entirely new, unrele^ted 
^ discipline. The latter is less common in existing programs, but does 
occur when the interests and prior experience of the professor warrant 
it {e.g*, a history professor who, as an undergraduate, had switched 
into history from chemistry for health reasons, but who had continued 
an interest in history of science, retrained for teaching chemistry): 
Most programs involved one year of full-time study in a conventional 
graduate program; sometimes, the one year full-time-equivalent is 
distributed over more than one academic year. On occasion an advanced 
degree is earned, but more often this is not a program goal. 
Locale of Training . In a graduacte-level Listitution, often near the • 
hone institution; rarely within the home institution. 
Application and Decision Process . Proposals are submitted by the 
prospective retrainee to a committee established to screen applications. 
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Sometimes there are conimittees at both tJie campus and system-wide 
levei. These proposals are often^ stimulated by others within the 
institution (department chairmen r deans* etc.)* The proposals are 
invariably preceded by or concurrent with negotiations by the faculty 
member with the prospective receiving^ department, to establish with 
certainty the existence, level, obligations and perquisites of the 
position \rtiich the retrainee might hold in the receiving departments 
Where the intention is to have the retrainee be a member of both the 
'originating and the receiving departments, both are involved in nhe 
^negotiations • 

Placement. Placement is rarely a separate process, (generally, only 
' those candidates are selected for retraining for whom a new placement 
has already been worked out, at least in part. Sometimes, however, 
details about joint appointments, courses to be taught, seniority, 
etc., remain to be decided even after the major decisions about 
retraining and placement have been made. These are potential trouble 
spots which need to be ceurefully attended to. 
Watch Out for These Program Provisions . 

Nature of the Retraijiina Program . Is the retraining program adequate 
to' prepare you for the new responsibilities you will be assuming (if 
not I. you may be penalized when evaluations for promotion and salary 
increases are undertaken)? Does the program lead to some kind of 
formal certification? If not, are you likely to be penalized in some^ 
way tor not holding a credential of some kind in the field in which 
you are working? 
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Lev<^l of Support . Will your salary continue at its full level? If 
not# is the support level adequate for you and yovir family to live 
on (remember, this is for a Ixmited period only) . If you have to 
move your family, ai-e living costs higher (lower) in the new area? 
(Remembar, it often costs more when you don't know your w^y around 
an airea.) Are tuition fees, books and other educational costs covered? 
What is your tax status while retraining? What is the tax status of 
your salary and yooi^, cost allowance? Do you present fringe benefits 
contJ.nue during retraining (hospital -medical coverage, retirement 
plan^ life insurance, sabbatical-leave credit, etc.)? 
Provisions of New Appointment . Have all the relevant provisions of 
your new appointment been worked out? Will you retain present security 
of appointment (tenure) status? How will the move affect provisions 
of your institution's collective bargai-iing agreement (if any) ^ such 
as seniority rights? Do you know what your teaching, resesurch and 
administrative obligations will be in your new department? 
Miscellaneous Considerations 

Will your admission to the educational program you plan to undertake 
be acknowledged before you have to make final commitments to your 
old/new department, sign agreements for new living accomraodations , 
^ etc*? 

Do you have written confirmation of the employment and training 
arrangements negotiated with your institution? Is it signed by 
an institutional officer who has the authority to make such commit- 
ments? Does it conform with any administsrative regulations and 
collective bargaining agreements in fpr-ce at your institution? 
If in doubt about any of these, seek expert counsel. 

"'SOS 



NOTE 

This report has^ been distributed to encourage discussion of early retire- 

ft 

oent and mid-srareer change. A similar brochure is being distributed to 
univarsity and college administrators and addresses their specific concerns. 
A copy of that brochure may be obt^ed by writing the address below. A 
technical report may also be obtained fjfom the same address. 

This brochure was produced by Abt Associates, Cambridge, Massachusetts, 
undar a contract- with the National Science Foundation. Principal investigators 
were Dr. Carl V. Patton and Dr. Joseph Zelan. ^ 
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GUIDE TO EAIUIiY RETIREE ■lNTERVi:^US^ 



1. When did you retire? How old were you? How aany years had you been 
einployed by the university (or company)? 

2. What position did you hold the time you retired? (For faculty.: 
What WJ13. your academic field?) 

3. What particular early retirement arrangement was made in your case? 
How does this arrangement differ from normal mandatory or early 
retirement procedure'? In addition to direct benefits, what fringes 

. were provided/^ such as medical coverage, health and life insurance/ 
officer and lab space, secretarial services # library and parking 
privileges f etc. . * 

4. Bad you always expected to retire when you did? If not, when did 
you originally expect to retire? When did you start to think 
seriously about early retirement? 

5. What .caused you to consider retiring early?^ Was there any special- 
impetus in the last year or so before retirement? 

6. Before you retired, did you talk with other persons about when you 
should retire? 

7. How did you initially become aware of the early retirement arrangement? 

8. When, in relation to other events, did you and your iromedj.ate superior 
first discuss early retirement? Who first raised the isQua of whether 

. you should retire early? Why? What was the. other's reaction? 

* ' 

'9. Did you discuss early retirement with any other manager or adminls- 
' trator before discussing it with your irinediate superior? Who was 
it? When did this discussion take place? Who first raised the 
issue of whether you should retire early? Why? Whsit was the other's 
reaction? 
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Did you feel any pressure from your superiors to retire early? 



11* What ^was. tl^e administrative procedure for handling your early retire- 
^aent? (Who was involved, and what roles did they play?) 



* These questions were devised as an interview guide to the study's 
information needs • The actual interviews were styled as informal ^ 
conversations, varying according to the unique circumstances of eacn 



individual • 
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12- HOW would you evaluate the administrative handling of your- early 
retirement? (How satisfied are you with the way it was handled? 
What administrative changes do you. feel are needed?) 

13. HOW would you evaluate the .provisions of the early retirement 
arrangement? (How satisfied are you with those provisions? What 
changes or alternative options would you ^suggest?) 

14. How satisfied are ^u now with your decision to retire early? What 
' are your cain reasons for feeling this way? 

15. If you were able to make your decision of when to retire over 
again,. under the samfe circumstances, vrtiat would you do? Retire 
Sooner?, Retire at about the same time? Retire later? Why? 

16. would you have retired even earlier if the conditions of the earl/ 
retirement arrangement had been different? If yes, what would have 
been the necessary conditions? Assuming these conditiolis *could 
have been met, at what age might you haye retired? 

17. Beyond making -financial plans, how did you prepare for early 
retirement? Did you find this useful? Other than finajicially, 
how would you prep^e for early retirement if you were doing it ^ 

* over again? » 

18. What financial p;Lans did you make for your retirement^ How long 
before you retired did you begin- to make these plans? Did you 
make these, plans specifically for early retirement, or are €hey 
plans ypii would have made anyway? Did you change, or re -evaluate, 
your financial plans when you decided to retire early? In what 
way? 

19. Did you receive any formal counseling about early rfltirement? If 
did you find it beneficial? .If not, do you feel you needed 



so, 
any? 
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20. Have you worked for pay since your initial retirement from the 
university (or company) ? What was the nature of this work? Hpw 
much time was committed to it? ^ 

21. Are you now working for pay? If so, are you satisfied with the 
amount you are now working, or would you rather be working 
or less? Why? If you are' not now working for pay, would you like 

• ' to have some kind of j(aid employment? Why? v 

22. VJhat types of income do you presently have?' Which sources of income 
provide your primary support? 

23 HOW does your present standard of living compare with your standard 
of living before retirement? How does it compare with what you 
expected it to be? 
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24. What are your current (leisure, professional and volunteer) 
activities? How do they relate to what you were doing before you 
retired? Are you continuing any of the professional activities you 
were engaged in before you retired? What are your plans for the 

I next few years? 

25. Compared with your life before retirement, how happy aire you with 
. " your lifa now? Why? 

26. DO you knov"' of any colleagues who considered and then deci>d 
against retiring early? If yes, why did they decide against it? 

27. What do vou feel arc the essential ingredients for a successful 
early retirement? 



-4 
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GUIDE TO ADMINISTRATOR INTERVIEW'S* 

1. What is your basic mandatory retirement provision? 

2. Wh2tt is the basic early retirement provision? 

3* Wiat is 'the essence of the increased-benefits early retirement 
arrangement? 

a. At whom is the arrangement aimed? 
' b» Vihat is the financial inducement? 

c. Is there a provision for cost-of-living adjustments? 
• d. What inducements other than financial does the arrangement 
include? 

e. How ver^ the benefits levels determined? 

f. ^What are the eligibility requirements? 

— years of ^ service ^ 
^ ~ TniTiimim age 
Qther ^ 

g. Is it a formal or informal program| 

4. What were the sources of the incentive early retirement concept? 

a. Who were the key actors? 

b. What> roles did they play? - 



5. Why was the (Concept origineOLly considered? 
'e. What other ^arly retirement schemes were considered? 

a. Why were they dismissed? 

b. What inducements other than money were considered? 

7. How many early retirements have you had under this arrangement? 

8. What factors caused en^loyees to agree to early retirement? 

9. Were there any indivi.duals who fprma^^ly considered early Retirement 
but did not take it? How many? Why did they not take the arrangement? 

10. HOW was the policy announced/publicized/promoted? Generally, how were 
workers informed? 



* These questions were devised as an interview guide to the study 
information needs- The actual interviews were styled as informal 
conversations, varying according to the unique circumstances of eac 
institution^ 
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11. How were the early retirements handled? 
a* How extensive were the negotiations? 

b. Who were the key individuals involved in these negotiations? 

c. Outline their roles 

12. Was sRecial .counseling provided potential early retirees? 

13. Please give me your general evaluation of incentive early retirement • 

a. As a poricy/program 

b. Administrative aspects 

c. Do superiors understand the program? 

d. Are the "right" people being selected? 

e. How might the program be improved? 

f • Beyond money/ what should be part of an early retirement 
program? 
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